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SECURITIES ACT OF 1933 
Release No. 5663/January 2, 1976 


TEMPORARY SUSPENSION OF THE REGULATION A 
EXEMPTION OF CANDLEWYCKE INNS, LTD. 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation A exemp- 
tion from registration under the Securities Act of 1933 
as amended, with respect to the proposed offering of 
securities of Candlewycke Inns, Ltd. (““Candlewycke”), 
1131 Tropicana Avenue, Las Vegas, Nevada. 


Pursuant to a Notification filed on November 3, 1971, 
and later amended, Candlewycke proposed to offer 
250,000 shares of $.01 par value common stock, at 
$1.00 per share, for an aggregate offering price of 
$250,000. To this date, it is unknown whether any 
shares have been sold. 


According to the order, the Commission has reason to 
believe that: (a) the Notification and Offering Circular 
of Candlewycke contain untrue statements of material 
facts and omit to state material facts necessary in order 
to make the statements made, in light of the circum- 
stances under which they are made, not misleading, par- 
ticularly with respect to the failure to disclose that March 
1, 1974, the Nevada Secretary of State revoked the arti- 
cles of incorporation of Candlewycke, that the assets of 
Candlewycke were subjected to a Sheriff's sale in Decem- 
ber, 1972, that Candlewycke is no longer doing business, 
that the intended underwriter disassociated itself as under- 
writer for the offering, and the existence of tax liens in 
the amount of $14,554.30 levied by the United States 
Internal Revenue Service on Candlewycke; (b) Candle- 
wycke failed to comply with the terms and conditions 
of Regulation A in that it failed to file a Form 2-A sales 
report as required by Rule 260 under Regulation A; (c) 
Candlewycke failed to cooperate with the Commission 
in that Candlewycke and its principal officers resisted 
numerous attempts by the Commission’s staff to assist 
Candlewycke in complying with the requirements of 
Regulation A; and (d) the offering, if permitted to con- 
tinue, would be in violation of Section 17 of the Secur- 
ities Act of 1933, as amended. 





SECURITIES ACT OF 1933 
Release No. 5664/January 2, 1976 


» Y 


TEMPORARY ‘SUSPENSION OF THE REGULATION A 
EXEMPTION OF BERKLEY LAND AND INVESTMENT 
CORPORATION 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation A exemption 
from registration under the Securities Act of 1933 with 
respect to a proposed public offering of securities of Berk- 
ley Land and Investment Corporation (“Berkley”’) of 

Falls Church, Virginia. The offering, which was to be sold 
by the officers and directors without compensation, has 
not yet commenced. 


Pursuant to a notification filed on July 17, 1974, Berk- 
ley offered: (a) 500 units, each consisting of five 8% 
$100 subordinated debenture notes and 20 shares of com- 
mon stock at an offering price of $800 per unit; and (b) 
5,000 shares of common stock at an offering price of 

$18 per share. On March 27, 1975, an amended offering 
circular was filed reducing the proposed offering to 450 
units and deleting the 5000 shares of common stock for 
an aggregate offering price of $360,000. According to 

the order, the Commission has reason to believe that: 

(a) the offering circular of Berkley omits to state material 
facts necessary in order to make the statements made, in 
the light of the circumstances under which they were made, 
not misleading, particularly with respect to, among other 
things, whether the cost and markups on services perform- 
ed and to be performed for Berkley by an affiliate would 
be comparable to those of an unaffiliated entity perform- 
ing the same serviees, the actual profit made by the Presi- 
dent of Berkley in dealings with Berkley and.the location 
and description of Berkley’s land holdings; (b) the terms 
and conditions of Regulation A have not been complied 
with, particularly with respect to, among other things, 

the failure to supply a Profit and Loss Statement showing 
the operations of Berkley’s predecessors for the period 
from May 1, 1972, to April 30, 1973, and a Statement 

of Changes in Financial Position either for Berkley’s fis- 
cal-year ended April 30, 1974, or for Berkiey’s predeces- 
sor’s fiscal-year ended April 30, 1973; {c) the issuer has 
failed to cooperate with the staff in that, its President 

has continued to refuse to permit a reasonably unencum- 
bered examination of its books and records pursuant to 
an informal investigation by the staff to determine the 
accuracy and adequacy of disclosure in its Notification 
and Offering Circular; and (d) the offering, if made would 
be in violation of Section 17 of the Securities Act of 

1933, as amended. é, 





SECURITIES ACT OF 1933 
Release No. 5665/January 5, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11977/January 5, 1976 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19329/January 5, 1976 


TRUST INDENTURE ACT OF 1939 
Release No. 425/January 5, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9114/January 5, 1976 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 495/January 5, 1976 


AMENDMENTS OF PART 200 OF TITLE 17 OF THE 
CODE OF FEDERAL REGULATIONS RELATING TO 
THE STATEMENT OF ORGANIZATION AND PRO- 
GRAM MANAGEMENT 


The Commission hereby announces that the Office of 
Registrations and Reports and the Office of Records 
have been merged to form a new Office of Reports and 
Information Services. The consolidation of the two 
offices was effected to enhance uniform and full compli- 
ance by the Commission with its responsibilities under 
the Freedom of Information Act, as amended, 5 U.S.C. 
552, and the Privacy Act of 1974, 5 U.S.C. 552a (Pub. 
L. No. 93-579, 88 Stat. 1896). The merger is also expect- 
ed to result in greater efficiency and economies in the 
management of the Commission’s records. 


Appropriate changes have been made in the Commission’s 
Statement of Organization and Program Management, in- 
cluding the rules relating to delegation of authority, as 
found in 17 CFR 200.1, et seg. Certain other changes 
were made in Part 200 of Title 17 to conform to exist- 
ing practice. 


17 CFR 200.20c is amended to read as follows: 
““§200.20c Office of Reports and Information Services. 


“The Office of Reports and Information Services is respon- 
sible for the receipt and initia! handling of all public docu- 
ments filed at the Commission’s headquarters office. The 
initial handling includes determining acceptability, extrac- 
ting data for EDP input, calculating fees, conducting cur- 
sory and substantive examinations, assigning filings to 
branches and preparing deficiency correspondence. In 
addition, the Office is responsible for the custody and con- 
trol of the Commission’s official records; for the develop- 
ment of plans and implementation of the Commission’s 
records management program; for authenticating all doc- 
uments produced for administrative or judicial proceed- 
ings; for maintaining liaison with the National Archives 
and Records Service and other Government agencies 

with respect to the Commission’s records and its records 
management program. Additionally, the Office is the de- 
finitive source of statistics for a wide variety of reports 
and prepares various data based publications, such as the 
Corporation Index and delinquency listings. This Office 

is also charged with processing general inquiries under the 
Freedom of Information Act (Public Law 90-23, 81 Stat. 
54) and the Privacy Act (Public Law 93-579, 88 Stat. 
1896).” 


17 CFR 200.30-11 is amended to read as follows: 


“§200.30-11 Delegation of Authority to Director, 
Office of Reports and Information Services. 


“Pursuant to the provisions of Public Law 87-592, 76 
Stat. 394 (15 U.S.C. 78d-1, 78d-2), the Securities and 
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Exchange Commission hereby delegates the following func- 
tions to the Director of the Office of Reports and Informa- 
tion Services to be performed by him or under his direction 
by such person or persons as may be designated from time 
to time by the Chairman of the Commission: 


“(a) With respect to the Securities Exchange Act of 1934 
(15 U.S.C. 78a, et seq.): 


“(1) Pursuant to section 15(b) of the Act (15 U.S.C. 
780(b)): 


“(i) To authorize the issuance of orders granting regis- 
tration of brokers or dealers within forty-five days of the 
filing of an application for registration as a broker or 
dealer (or within such longer period as to which the appli- 
cant consents); 


“(ii) To authorize the issuance of orders cancelling regis- 
trations of brokers or dealers or pending applications 

for registration, if such brokers or dealers or applicants 
for registration are no longer in existence or have ceased 
to do business as brokers or dealers; 


“(iii) To determine whether notices of withdrawal from 
registration on Form BDW shall become effective sooner 
than the normal 60-day waiting period. 


“(2) Pursuant to section 15B(a) of the Act (15 U.S.C. 
780-4(a)), to authorize the issuance of orders granting 
registration of municipal securities dealers within 45 
days of the filing of an application for registration as 
a municipal securities dealer (or within such longer 
period as to which the applicant consents). 


(3) Pursuant to section 17A(c)(2) of the Act (15 U.S.C. 
78q-1(c)(2)), to authorize the issuance of orders acceler- 
ating registration of transfer agents for which the Com- 
mission is the appropriate regulatory agency before the 
expiration of 30 days following the date on which appli- 
cations for registration as a transfer agent are filed. 


“(b) With respect to the Investment Advisers Act of 
1940 (15 U.S.C. 80b-1, et seg.): 


“(1) Pursuant to section 203(c) of the Act (15 U.S.C. 
80b-3(c)), to authorize the issuance of orders granting 
registration of investment advisers within 45 days of 
the filing of an application for registration as an invest- 
ment adviser (or within such longer period as to which 
the applicant consents). 


(i) To determine registration of investment advisers 

to be effective within shorter periods of time than 45 
days after receipt by the Commission of applications for 
registrations; 


“(ii) To authorize the issuance of orders declaring amend- 
ments filed with the Commission after an application has 

become effective to be effective within shorter periods of 

time than 30 days after the filing of such amendments. 


(2) Pursuant to section 203(h) of the Act (15 U.S.C. 
80d-3(i)): 
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“(i) To authorize the issuance of orders cancelling regis- 
trations of investment advisers or applications for regis- 
tration, if such investment advisers or applicants for 
registration are no longer in existence or are not engaged 
in business as investment advisers. 


“(ii) To determine whether notices of withdrawal from 
registration on Form ADV-W shall become effective 
sooner than the normal 60-day waiting period. 


“(c) With respect to the Securities Investor Protection 
Act of 1970 (15 U.S.C. 78aaa et seq.): 


“(1) To cause a written notice to be sent by registered 
or certified mail, upon receipt of a copy of a notice sent 
by or on behalf of the Securities Investor Protection Cor- 
poration that a broker or dealer has failed to timely file 
any report or information or to pay when due all or any 
part of an assessment as required under section 10(a) of 
this Act, to such delinquent member advising such mem- 
ber that it is unlawful for him or her under the provisions 
of such Section of the Act to engage in business as a 
broker-dealer while in violation of such requirements of 
the Act and requesting an explanation in writing within 
ten days stating what he or she intends to do in order to 
cure such delinquency; 


“(2) To authorize formerly delinquent brokers or deal- 
ers upon receipt of written confirmation from or on 
behalf of the Securities Investor Protection Corporation 
that the delinquencies referred to in paragraph (c)(1) of 
this section have been cured, and upon having been ad- 
vised by the appropriate regional office of this Commis- 
sion and the Division of Enforcement and Division of 
Market Regulation that there is no objection to such 
member being authorized to resume business, and upon 
there appearing to be no unusual or novel circumstances 
which would warrant direct consideration of the matter 
by this Commission, to resume business as registered 
broker-dealers as provided in section 10(a) of this Act. 


“(d) Notwithstanding anything in the foregoing, in any 
case in which the Director of the Office of Reports and 
Information Services believes it appropriate, he may sub- 
mit the matter to the Commission. 


The Commission finds that the foregoing action relates 
solely to agency organization procedure and practice 
and that notice and prior publication under 5 U.S.C. 553 
are not necessary. Accordingly, the foregoing action 
which was taken pursuant to Public Law 87-592, 76 Stat. 
394 [15 U.S.C. 78d-1, 78d-2] , becomes effective immed- 
iately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES ACT OF 1933 
Release No. 5666/January 6, 1976 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF DONALD S. CHILDS 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemption 
from registration under the Securities Act of 1933 with re- 
gard to the public offering of fractional undivided interests 
in oil and gas leases in the following Donald S. Childs 
(“Childs’’) offering: 


Donald S. Childs—Southwest Muskrat Prospect (File No. 
20-1998A1). 


The Commission has reason to believe that the exemption 
from registration afforded by Regulation B is unavailable 
because Childs has not complied with the terms and con- 
ditions of Regulation B in that (1) Childs failed to com- 
ply with Rule 316(a) [17 CFR 230.316(a)] in that the 
required Form 1-G was not and has not been filed with 
the Commission; (2) Childs failed to comply with Rule 
316(b) [17 CFR 230.316(b)] in that the required Form 
3-G was not and has not been filed with the Commission; 
(3) Childs failed to comply with Rule 330(a) and (b) 

[17 CFR 230.330(a) and (b)] in that the offeror filed 

an offering sheet relating to the Southwest Muskrat Pro- 
ject with the Commission and delivered copies thereof 

to prospective investors when such offering sheets made 
untrue statements of material facts and omitted to state 
material facts necessary in order to make the statements 
made, in the light of the circumstances under which they 
were made, not misleading, including but not limited to 
the following: 


(a) the offeror reported that all monies raised from in- 
vestors in the Southwest Muskrat Prospect would be 
promptly refunded by him to such investors in the event 
that the offeror was not able to raise sufficient monies to 
drill the proposed well; 


(b) the offeror represented that all monies raised from 
such investors would be promptly refunded by him to 

such investors in the event that the proposed well was 

not drilled; and 


(c) the offeror failed to disclose that monies raised from 
such investors would not be segregated and maintained 
for their benefit but would be and were converted by the 
offeror; 


(4) Childs failed to comply with Rule 324 [17 CFR 
230.324] in that one interest in the offering was sold 
on the basis of an offering sheet which was no longer 
effective; and (5) Childs made the offering in violation 
of the anti-fraud provisions of Section 17(a) of the Se- 
curities Act of 1933 and Section 10(b) of the Securities 
Exchange Act of 1934, and Rule 10b-5 thereunder, in 
that the offeror, while engaged in the offer and sale of 
fractional undivided interests in the Southwest Muskrat 
Prospect, directly and indirectly made use of the mails 
and means and instruments of transportation and com- 
munication in interstate commerce, and in such connec- 
tion with such offer and sale made to prospective 


investors and purchasers untrue statements of material 
facts and omitted to state material facts necessary to 
make the statements made, in light of the circumstances 
under which they were made, not misleading, including 
but not limited to: 


(a) the offeror represented that all monies raised from 
investors in the Southwest Muskrat Prospect would be 
promptly refunded by him to such investors in the event 
that the offeror was not able to raise sufficient monies 
to drill the proposed well; 


(b) the offeror represented that all monies raised from 
such investors would be promptly refunded by him to 

such investors in the event that the proposed well was 

not drilled; and 


(c) the offeror failed to disclose that monies raised from 
such investors would not be segregated and maintained 
for their benefit but would be and were converted by the 
offeror. 





SECURITIES ACT OF 1933 
Release No. 5667/January 7, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11985/January 7, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9115/January 7, 1976 


ACCOUNTING SERIES 
Release No. 188/January 7, 1976 


INTERPRETIVE STATEMENT BY THE COMMISSION 
ON DISCLOSURE BY REGISTRANTS OF HOLDINGS 
OF SECURITIES OF NEW YORK CITY AND ACCOUNT- 
ING FOR SECURITIES SUBJECT TO EXCHANGE OF- 
FER AND MORATORIUM 


The Commission has noted developments with respect 
to the financial problems of the City of New York, in- 
cluding the moratorium imposed by the state legislature 
on the enforcement by holders of the terms of certain 
outstanding short-term obligations by the City of New 
York, 1/ recent amendments adopted by the legislature 
to the Local Finance Law (Title 6-A), the creation of the 
Municipal Assistance Corporation for the City of New 
York (“Municipal Assistance Corporation”’), the enact- 
ment by the legislature of statutes providing for a three- 
year financial plan for the City and the enactment by 
Congress of The New York City Seasonal Financing Act 
of 1975 (Public Law 94-143). These developments have 
created significant questions with respect to disclosure 
and accounting by registrants who are holders of New 
York City securities. In light of these developments, 

the Commission has determined that it would be helpful 
to investors and to registrants and independent public 
accountants to publish its views on some aspects of these 
problems. 
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The Commission’s present rules require certain specific 
disclosures of the cost and market values of investments 
in securities. Commercial and industrial companies are 
required to state the cost and market value of marketable 
securities and other securities investments, either by setting 
forth each issue separately or by the use of reasonable 
groupings. 2/ Management investment companies are 
required to state the cost and value of each issue held. 3/ 
Insurance companies and banks are required to state the 
cost and value of the aggregate holdings of bonds and 
notes issued by states, municipalities and political sub- 
divisions, and in the case of insurance companies, cor- 
porate securities. 4/ 


In addition to these specific rules, the Commission has 
long required registrants to include in filings “‘such fur- 
ther material information as is necessary to make the 
required statements, in light of the circumstances under 
which they are made, not misleading.” 5/ In interpre- 
ting this requirement, the Commission has from time- 
to-time issued statements which call attention to particu- 
lar problems where disclosure beyond the specific re- 
quirements of rules may be necessary. 


In view of the circumstances referred to above, the Com- 
mission believes that certain information in regard to 
holdings of New York City securities set forth below is 
material and should assist investors in making their own 
judgments about the effects, if any, on the income and 
business of registrants of the developments referred to 
above with respect to the financial situation of New 
York City. 


Accordingly, registrants who hold New York City notes 
that are in moratorium; other securities issued by the 
City of New York that will mature within three years; 
securities of the Municipal Assistance Corporation that 
were issued in exchange for New York City notes in 
moratorium; or securities of the Municipal Assistance 
Corporation that were made subject to an agreement 
modifying terms, should make the following disclosures 
in notes to financial statements (and, if appropriate, in 
management's analysis of the summary of earnings) if 
the book value of such securities in the aggregate amounts 
to more than 10% of stockholders’ equity: 


(1) The total cost and carrying value (if other than cost) 
of the above described securities which were held at the 
end of 1975, and the income on such securities recorded 
in 1975. 


(2) Of the total amount included in (1), identify sepa- 
rately the cost and carrying value of those securities 


(a) issued by New York City in moratorium, 

(b) other securities issued or guaranteed by or otherwise 
obligating the City of New York which will mature with- 
in three years, 


(c) issued by the Municipal Assistance Corporation in ex- 
change for the New York City notes in mioratorium, and 


(d) issued by the Municipal Assistance Corporation and 
subject to an agreement modifying terms. 
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(3) A discussion of the effect of the moratorium, ex- 
changes or agreements on future income in comparison S| 
with the income recorded in 1975. 

This disclosure reflects the fact that New York City has 
encountered an acute financial problem which has requir- 

ed certain emergency measures. On the other hand, in the 
light of the measures referred to there does not appear to 

be any adequate basis at this time for concluding that 

the long term risks involved are unique, and, therefore, 

the Commission believes the existing provisions of Regu- 
lation S-X which require, in addition to disclosure of the 
aggregate cost, disclosure of the aggregate market value 

of all municipal securities, including those of New York 

City, should adequately reflect the long term risks. The 
Commission has therefore determined, after consultation 

with the bank regulatory authorities, not to mandate 
specifically at this time disclosures beyond those pre- 

sently required and those stated above. 


The disclosures referred to above reflect the Commission’s 
conclusion that developments with respect to the finan- 
cial problems of the City of New York call for disclosure 
at this time of significant holdings of New York City se- 
curities which are particularly affected by recent develop- 
ments in the affairs of the City. The Commission recog- 
nizes, however, that other issuers of securities may suffer 
financial difficulties that could adversely impact holders 
of material investments in such securities. As a part of a 
longer term and more generalized effort to deal with the 
fact that significant concentration of holdings in any se- 
curity may warrant disclosure, the Commission is propos- 
ing an amendment to Rule 3-16( ) of Regulation S-X 
which would require footnote disclosure by all registrants 
of certain concentrations in securities holdings. (See Se- 
curities Act Release No. 5668, dated January 7, 1976). 


In addition to the questions of disclosure discussed above, 
questions have arisen as to how holders of securities sub- 
ject to the moratorium or securities into which they have 
been exchanged should account for those securities in 
their financial statements at December 31, 1975. Various 
views have been expressed, and it is apparent from the di- 
versity of reaction to the factual circumstances set forth 
herein that there is no single answer to the questions with- 
in the currently existing body of authoritative accounting 
pronouncements. 


Because there are differing opinions among accountants 
as to the proper accounting treatment under existing 
authoritative pronouncements, and in view of the fact 
that the Financial Accounting Standards Baord has agreed 
to undertake a study of the accounting problems raised 
by the moratorium and exchange with the intention of 
developing standards which can be applied to year-end 
statements in 1976, the Commission is not prepared at 
this time to require the use of any particular accounting 
method to account for holdings of such securities at De- 
cember 31, 1975. It believes that the disclosures set forth 
above, together with a description of the accounting 
methods followed, should assist investors in evaluating 
the impact of the moratorium and exchange on registrants 
and to estimate the amounts which might have been re- 
corded under alternative accounting methods. 





rants 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ The legality of the moratorium has been challenged 

in litigation and upheld in the Supreme Court of New 
York (Flushing National Bank v. Municipal Assistance 
Corp. for the City of New York, et al., decided December 
22, 1975 by Judge Harold Baer, Index No. 20245-1975, 
Supreme Court, New York). The plaintiff has indicated 
an intention to appeal. 


2/ Regulation S-X, Rules 5-02-2, 5-02-12, 12-02. 

3/ Regulation S-X, Rule 6-02-7, 12-19. 

4/ Regulation S-X, Rules 7-03-1, 7a-03-1, 12-19, 9-05(b)(2) 
and Regulation F, Form F-9A-2(a)(3) of the Federal Re- 
serve Board. 

5/ Regulation S-X, Rule 3-06; also Rule 408 under the 


Securities Act of 1933 and Rule 12b-20 under the Securi- 
ties Act of 1934. 





SECURITIES ACT OF 1933 
Release No. 5668/January 7, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11986/January 7, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9116/January 7, 1976 


NOTICE OF PROPOSED AMENDMENT TO ARTICLE 
30F REGULATION S-X FOR DISCLOSURE OF DE- 
TAILS OF MARKETABLE AND OTHER INVESTMENT 
SECURITIES (S7-610) 


The Commission hereby proposes to amend Article 3 of 
Regulation S-X by adding a requirement for reporting in a 
note to financial statements the concentration of invest- 
ments in securities of a particular issuer. 


The proposed amendment would require reporting of in- 
formation if the aggregate investment in securities of an 
issuer exceeds 5 percent of stockholders’ equity. The 
Commission specifically solicits comments on the appro- 
priate size test that should be applied. In this connection, 
it notes that the Federal Reserve Board will be studying 
the problem of concentration in investment portfolios 
and it expects that certain data arising out of this study 
will be available for consideration prior to the adoption 
of final rules. The proposal defines “issuer” as a state or 
municipality or other political subdivision as well as a 
corporation. 


The proposed requirement would be designated Rule 3- 
16( ) of Regulation S-X and would be as follows: 


() Marketable Securities and Other Security Investments 


(1) State in a note with regard to marketable securities 
and other security investments the name of issuer, aggre- 
gate amount at which shown in the balance sheet (book 
value) and aggregate value based on market quotations 
at balance sheet date for the securities of any issuer for 
which aggregate book value exceeds 5 percent */ of 
stockholders’ equity. For purposes of this rule, the term 
“marketable securities and other securities investments” 
includes all securities which would be reported pursuant 
to Rules 5-02-2, 5-02-12, 7-03-1, 7A-03-1, 9-05(b)(2) of 
Regulation S-X and Items 2(c) and (d) and 3 of Form 
F-9A of Regulation F of the Board of Governors of the 
Federa! Reserve System. 


(2) For the purpose of this disclosure the term “issuer” 
means (i) a state and its agencies or a political subdivision 
of a state and its agencies or an agency which is an instru- 
mentality of two or more states including any subordinate 
subdivision of such state, subdivision or agency whose se- 
curities are considered liabilities of or are guaranteed by 
such state, subdivision or agency, and (ii) a corporation 
and its majority-owned subsidiaries. 


This amendment, if adopted is expected to be made effec- 
tive with respect to financial statements filed with the 
Commission subsequent to xxxxxxxx xx, xxxx. All inter- 
ested persons are invited to submit their views or com- 
ments on this proposed amendment to George A. Fitz- 
simmons, Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549, on or before March 31, 1976. 
Such communications should refer to File No. S7-610 

and will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


*/ Or such other test as may be adopted after considera- 
tion of comments. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11969/January 2, 1976 


ADOPTION OF OPTIONAL FINANCIAL RESPONSIBIL- 
ITY STANDARD FOR CERTAIN DEALERS INCLUDING 
AMENDMENTS TO RULE 15c3-1 AND RULE 17a-11 
AND NOTICE OF PROPOSED AMENDMENTS TO THE 
UNIFORM NET CAPITAL RULE (RULE 15c3-1) AND 
THE CUSTOMER PROTECTION RULE (RULE 15c3-3) 
UNDER THE SECURITIES EXCHANGE ACT OF 1934 
AND ANNOUNCEMENT OF CERTAIN INTERPRETA- 
TIONS OF THESE RULES 


(File No. $7-609) 
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The Securities and Exchange Commission today announ- 
ced the adoption of an optional financial responsibility 
standard for certain dealers including amendments to Rule 
15c3-1 and Rule 17a-11, as well as proposed amendments 
and certain interpretations to Rule 15c3-1, the uniform 
net capital rule, and Rule 15c3-3, the customer protection 
rule, under the Securities Exchange Act of 1934 (“the 
Act’’). The Commission also announced certain interpre- 
tations to Rules 15c3-1 and 15c3-3, which interpretations 
are effective immediately. 


Introduction 


Section 15(c)(3) 1/ of the Act requires the Commission to 
regulate brokers and dealers respecting, inter alia, the cus- 
tody. carrying and use of customers funds and securities, 
and the maintenance of reserves against customers’ de- 
posits or credit balances. In 1972, 2/ the Commission, 
acting under Section 15(c)(3), adopted Rule 15c3-3, 3/ 

a customer protection rule. Rule 15c3-3 obliges brokers 
and dealers to obtain possession or control over fully paid 
Or excess margin customers’ securities and, through the 
Formula for Determination of Reserve Requirements of 
Brokers and Dealers (“the Reserve Formula), 4/ requires 
brokers and dealers to maintain reserves with respect to 
customers’ funds and funds realized through the utiliza- 
tion of customers’ securities. The Securities Acts Amend- 
ments of 1975 amended Section 15(c)(3) 5/ to require the 
Commission to adopt minimum financial responsibility 
standards for all brokers and dealers. The Commission 
adopted amendments to Rule 15c3-1, on June 26, 1975. 
6/ Rule 15c3-1 requires substantially all brokers and deal- 
ers to maintain specified levels of net capital computed in 
accordance with the rule’s provisions, which are intended 
to provide safeguards with respect to the financial respon- 
sibility of brokers and dealers. Rule 15c3-1 as amended 
preserves the traditional aggregate indebtedness concept, 
but also provides an alternative capital requirement based 
on aggregate debit items in the Reserve Formula. 


The Commission has determined that amendments to 
Rule 15c3-1 and the Reserve Formula are necessary and 
appropriate for the protection of investors. First, the 
Commission notes that certain national securities ex- 
changes currently are structured so that some of their 
floor members engage in specialist activities currently 
exempted from Rule 15c3-1, and in certain other non- 
exempted floor trading activities. 7/ Accordingly, the 
Commission adds paragraph (a)(6) to Rule 15c3-1, an 
optional financial responsibility standard, which will 
permit under certain circumstances these floor members 
to engage in this combination of activities as a single 
member entity while providing appropriate investor pro- 
tection. Second, recent experiences of certain broker- 
dealers demonstrate the desirability of reducing the ex- 
posure of customers’ funds and securities which arises 
when a broker or dealer regularly maintains for extend- 
ed periods short security positions in fail to receive or 
stock loan accounts, as well as in special omnibus ac- 
counts established under section 4(b) of Regulation T 
of the Federal Reserve Board or otherwise. 8/ Accord- 
ingly, the Commission proposes amendments to Rule 
15c3-1 and the Reserve Formula which effectively 
would require brokers and dealers to reflect such ex- 
posure in the computation of net capital or mark to the 
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market these short positions. Third, experience with the 
rapidly developing options marketplace suggests the neces- 
sity of certain proposed amendments to these rules to re- 
flect more appropriately the risks associated with transac- 
tions in options. Finally, the need for certain other pro- 
posed amendments to Rule 15c3-1 and interpretations 

of Rule 15c3-1 and the Reserve Formula became apparent 
during efforts on the part of the Commission and the self- 
regulatory organizations to assist brokers and dealers in 
understanding and implementing Rule 15c3-1. 9/ 





Amendments to Rule 15c3-1 


Optional Financial Responsibility Standard for Certain 
Dealers 


Presently, a specialist in both equities and options is exempt 
from Rule 15c3-1 pursuant to paragraph (b)(2) thereof, so | 
long as it is not a clearing member of Options Clearing Corp. | 
(“OCC”). However, floor members of some national securi- 
ties exchanges presently combine specialist activities with 
the roles of registered trader in equity securities or OCC 
clearing member, which are not exempted activities for pur- 
poses of the rule. Several consequences follow. First, since 

it does not engage solely in exempted activity, the floor 
member becomes subject to rule 15c3-1. Second, pursuant 
to rule 15c3-1, positions arising from the floor member's 
proprietary options transactions, e.g., market making ac- 
tivities, are haircut pursuant to Appendix A to the rule, 
which prescribes haircuts based on the makret value of 

the underlying security. This treatment may not be neces- 
sary Or appropriate for the protection of investors due to 
the limited exposure of these members. Therefore, the Com- 
mission has determined to adopted a new paragraph (a)(6) ( 
of the rule, available to dealers who effect transactions 

only with other brokers and dealers whose options transac- 

tions are in listed options only, who do not clear for their ( 
own accounts and whose positions are carried in a market 
maker or specialist account by another broker or dealer. 
Rule 15c3-1(a) (6) is predicated on the mainienance of a 
specified amount of equity in the account, adjusted as pro- 
vided in paragraph (a) (6). 


The Commission notes that Rule 15c3-1(a)(6) is an elec- 
tive provision. Thus, while dealers operating pursuant to 
Rule 15c3-1(a)(6) would lose the Rule 15c3-1(b)(1) ex- 
emption for their specialist activities, no dealer is required 
to elect to do so. 


January 1, 1976 the Commission adopts Rule 15c3-1(a)(6) 
without notice or public comment, pursuant to the provi- 
sions for accelerated rulemaking procedure found in the 
Administrative Procedure Act. The Commission solicits 
public comment on Rule 15c3-1(a)(6) as it relates to op- 
tions specialists and as it relates to other specialists and 
market makers. 


. : f ( 

In order to provide an alternative for such dealers effective ( 
\ 

( 


Rule 15c3-1(a)(6) is constructed so that the deductions 
from net worth presently specified in Rule 15c3-1(c)(2)(x) 
are inappropriate for brokers and dealers who carry market 
maker or specialist accounts. Accordingly, the Commission 
adopts a new paragraph (c)(2)(xi) of Rule 15c3-1, which 
provides appropriate deductions from net worth for brokers 
or dealers carrying market maker or specialist accounts of 
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dealers electing to operate under paragraph (a)(6) of Rule 
15c3-1. To allow for the insertion of paragraph (c)(2)(xi), 
the paragraphs presently designated (c)(2)(xi) and (c)(2) 
(xii) should be and hereby are redesignated (c)(2)(xii) and 
(c)(2)(xiii), the same designations they carried when Rule 
15c3-1 was initially adopted. 


The text of new Rule 15c3-1(a)(6) is as follows: 
Market Makers, Specialists and Certain Other Dealers 


(a)(6)(i) A dealer who meets the conditions of paragraph 
(a)(6)(ii) may elect to operate under this paragraph (a) (6) 
and thereby not apply the provisions of paragraphs (c)(2) 
(vi), (f)(3) or Appendix A of this rule to market maker 
and specialist transactions and, in lieu thereof, apply the 
provisions of paragraph (a)(6)(iii) to such transactions. 


(ii) This paragraph (a)(6) shall be available to a dealer 

who does not effect transactions with other than brokers 
or dealers, does not effect transactions in unlisted options 
and who does not carry customer accounts and whose 
market maker or specialist transactions are carried in a 
market maker or specialist account and cleared by another 
broker or dealer as provided in paragraph (a) (6) (iv). 


(ii) A dealer who elects to operate pursuant to this para- 
graph (a)(6) shall at all times maintain equity in his market 
maker or specialist account as follows: 


(A) 25% of the market value of securities long in the ac- 
count, plus, 


(B) 30% of the market value of securities short in the 
account, plus, 


(C) 5% of the market value of exempted securities long in 
the account, plus, 


(D) an amount equal to 130% of the market value of each 
option contract in a short position, provided however in 
the case of long.and short positions in options contracts 
for the same underlying security the required amount 

shall equal the greater of (A) 30% of the market value of 
such long positions or (B) 130% of the market value of 

the short positions less 70% of the market value of the 
long positions, or 


(E) such lesser requirement as may be approved by the 
Commission under specified terms and conditions upon 
written application of the dealer and the carrying broker 
or dealer. 


Equity in the account for purposes of this paragraph (a) 
(6)(iii) shall be computed by adding the market value of 
securities long and any credit balances and subtracting the 
market value of securities short and any debit balances in 
the account. 


liv) The dealer shall obtain from the broker or dealer 
carrying the market maker or specialist account a written 
undertaking which shall be designated “Notice Pursuant 
to Rule 15¢3-1(a)(6) of Intention to Carry Specialists or 
Market Makers Account.” Said undertaking shall contain 
the representations required by this paragraph (a)(6) and 


shall be filed with the Commission’s Washington, D. C. 
Office, the regional offices of the Commission for the 
region in which the broker or dealer has its principal place 
of business and the Designated Examining Authorities of 
both firms prior to effecting any transactions in said ac- 
count. The broker or dealer carrying such account: 


(A) Shall mark the account to the market not less than 
daily and will issue appropriate calls for additional colla- 
teral which shall be met by noon of the following business 
day; 


(B) Shall notify by telegraph the Commission and the De- 
signated Examining Authorities pursuant to Rule 17a-11 
if the market maker or specialist fails to deposit any re- 
quired collateral within the time prescribed in (iv)(A) 
above; said telegraphic notice shall be received by the 
Commission’s Washington, D. C. Office and the Desig- 
nated Examining Authorities not later than the close of 
business on the day said call is not met; 


(C) Shall not continue to extend credit in the account if 
the equity in the account falls below that prescribed in 
(iii) above, and 


(D) Shall take steps to liquidate promptly existing posi- 
tions in the account in the event of a failure to meet a 
call for collateral. 


The text of new Rule 15c3-1 (c)(2)(xi) is as follows: 


Brokers or Dealers Carrying Specialists or Market Makers 
Accounts 


(xi) With respect to.a broker or dealer who carries a mar- 
ket maker or specialist account, or with respect to any 
transaction in options listed on a registered national securi- 
ties exchange for which a broker or dealer acts as a guaran- 
tor or endorser of options written by a specialist in a spec- 
ialist account, the broker or dealer shall deduct, for each 
account carried or for each class or series of options guar- 
anteed or endorsed, any deficiency, in collateral required 
by subparagraph (a)(6) of this rule. 


A conforming amendment to Rule 17a-11 provides, in 
new paragraph (b)(3) thereof, that telegraphic notice re- 
quired pursuant to Rule 15c3-1(a)(6) shall be given to the 
Commission’s Washington Office, as well as the Regional 
Office in which the broker or dealer maintains its princi- 
pal office, and the Designated Examining Authorities of 
both the dealer and the carrying broker or dealer. The text 
of Rule 17a-11(b)(3) is as follows: 


(3) If a dealer operating pursuant to paragraph (a)(6) of 
Rule 15c3-1 (17 CFR 240.15c3-1(a)(6)) fails to deposit 

in the specialist or market maker account collateral re- 
quired thereunder within the time limit therein prescribed, 
the broker or dealer carrying such account shall give im- 
mediate telegraphic notice of such fact to the principal 
office of the Commission in Washington, D. C., the region- 
al office of the Commission for the region in which the 
broker or dealer has its principal place of business, and 

the Designated Examining Authorities of the dealer and 
the broker or dealer carrying such account. 
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sed Amemdiments to Rules 15c3-1 and 15c3-3 
Proposed Amendments with Respect to Certain 
deficit Conditions 
The Commission notes that recently certain broker-dealers 
have engaged in regular and substantial short sales of se- 
curities for their own accounts. In one such case, the 
broker-dealer was able to conceal his short sales through 
“dummy” customer accounts, representing that the broker- 
dealer was selling long customer securities. The brok- 
er-dealer would, through an agent, borrow securities from 
an institution to cover its short position. The broker- 
dealer was able to continue this scheme largely because 
other broker-dealers and institutions failed to protect them- 
selves by requiring adequate security in the form of marks 
to market in stock loan and special omnibus accounts, or 
by allowing fails to receive from the broker-dealer to re- 
main outstanding for extended periods of time. When, in 
a rising market, the broker-dealer was unable to meet de- 
mands for additional collateral or marks to market, a 
number of brokers and dealers and institutions suffered 
substantial losses. These practices are inconsistent with 
the public interest and the protection of investors. 


The Commission has determined to propose certain amend- 
ments to Rules 15c3-1 and the Reserve Formula to requiré 
brokers and dealers to maintain adequate security in stock 
loan and special omnibus accounts, and to provide for fails 
to receive. Thus, Rule 15c3-1(c)(2)(iv)(B) would be amend- 
ed to require a deduction from net worth for deficits in 
special omnibus accounts maintained pursuant to section 
4(b) of Regulation T, or similar accounts carried for an- 
other broker or dealer, after application of marks to market 
or other required deposits outstanding five business days or 
less, as well as a deduction for the excess of the market 
value of stock loaned over the value of any collateral re- 
ceived therefore. Rule 15c3-1(c)(2)(iv)(E) would be amend- 
ed to require a deduction from net worth for the excess of 
the market value over the contract value of securities failed 
to receive outstanding longer than thirty calendar days. The 
Reserve Formula would be amended to rrequire inclusion 
therein of amounts equal to the deductions from net worth 
stipulated in the proposed amendments to Rule 15c3-1. 


The proposed amendments to the Reserve Formula are set 
out later in this release. The text of the proposed amend- 
ments to Rule 15c3-1(c)(2)(iv)(b) & (E) is as follows (new 
matter italicized; [deletions bracketed] ): 


(B) All unsecured advances and loans; deficits in custo- 
mers’ and non-customers’ unsecured and partly secured 
notes; deficits in special omnibus accounts maintained 

in compliance with the requirements of 12 CFR 220.4(b) 
of Regulation T under the Securities Exchange Act of 
1934, or similar accounts carried on behalf of another 
broker or dealer, after application of calls for margin, 
marks to the market or other required deposits which are 
outstanding 5 business days or less; deficits in customers’ 
and non-customers’ unsecured and partly secured accounts 
after application of calls for margin, marks to the market 
or other required deposits which are outstanding 5 business 
days or less, except deficits in cash accounts as defined in 
12 CFR 220.4(c) of Regulation T under the Securities Ex- 
change Act of 1934 for which not more than one extension 
respecting a specified securities transaction has been re- ~ 
quested and granted, and deducting for securities carried 

in any of such accounts the percentages specified in sub- 
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paragraphs (c)(2)(vi) or paragraph (f) of, this section or 
Appendix (A), 17 CFR 240.15c3-1a; the market value 

of stock loaned in excess of the value of any collateral 
received therefore, receivables arising out of free ship- 
ments of securities (other than mutual fund redemptions). 
in excess of $5,000 per shipment and all free shipments 
{including mutual fund redemptions) outstanding more 
than 7 business days; and collateral deficiencies in secured 
demand notes as defined in Appendix (D), 17 CFR 240. 
15c3-1d; 


(E) All other unsecured receivables; all assets doubtful of | 


collection less any reserves established therefore; the 
amount by which the market value of securities failed — 
to receive outstanding longer than thirty (30) calendar ° 
days exceeds the contract value of such fails to receive 
outstanding longer than thirty (30) calendar days, and 
the funds on deposit in a “segregated trust account” in 


accordance with 17 CFR 270.27d-1 under the Investment’ 


Company Act of 1940, but only to the extent that the 
amounts on depsoit in such segregated trust account ex- | 
ceeds the amount of liability reserves established and main- 
tained for refunds of charges required by Sections 27(d), 
and 27(f) of the Investment Company Act of 1940; pro- 
vided, that any amount deposited in the ‘Special Reserve 
Bank Account for the Exclusive Benefits of Customers” 
established pursuant to 17 CFR 240.15c3-3 and clearing | 
deposits shall not be so deducted. 


Rule 15c3-1(b)(2) - Alternative Financial Responsibility — 


Standard for Floor Brokers 


In Securities Exchange Act Release No. 11624 (Aug. 29, . 
1975), the Commission adopted paragraph (b)(2) of Rule 
15c3-1, an alternative financial responsibility standard 
for brokers who act solely as floor brokers on a national , 
securities exchange. Rule 15c3-1(b)(2) is predicated on 
certain exchange rules governing the priority of claims , 
against the proceeds of the sale of an exchange member- _ 
ship. Rule 15c3-1(b)(2) is available only where the value 
of the exchange membership is not less. than $25,000, , 
as of current bid or last sale. Several national securities , 
exchanges have commented that insofar as their member- 
ship values are less than this amount, their floor brokers 
are precluded from operating under Rule 15c3-1(b)(2). 
The Commission has determined that it is appropriate 

to make Rule 15c3-1(b)(2) available to floor brokers of 
all national securities exchanges who are able to meet 
financial responsibility standards necessary for the pro-, 
tection of investors. Accordingly, the Commission pro- 
Poses to amend Rule 15c3-1(b)(2) to allow floor brokers 
to operate thereunder if the value of their exchange mem. 
bership exceeds $15,000 or if the excess of $15,000 over. 
the value of the exchange membership is held i in. escrow, ., 
by an independent agent. 


The text of proposed amendment to Rule 15¢3-1(b)(2) Z 


is as follows (new matter /talicized; deletions brace 


(2) a member in good standing of. a national securities. 
exchange who acts as a floor broker (and whose activities 
do not require compliance with other.provisions of this... : 
rule) may elect to comply, in lieu. of the other provisions , ' 
of this section, with the following financial responsibility, 
standard: the value of the exchange membership of the ,.; 
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member (based on the lesser of the most recent’sale price 
or current bid price for an exchange membership) is not 
less than [$25,000] $75,000, or an amount equal to the 
excess of $15,000 over the value of the exchange member- 
thip is held by an independent agent in escrow; provided 
that the-rules of such exchange require that the proceeds 
from the sale of the exchange membership of the member 
and the amount held in escrow pursuant to this paragraph 
shall be subject to the prior claims of the exchange and 

its clearing corporation and those arising from the closing ' 


out of contracts entered into on the floor of such exchange. 


Rule 15¢3-1(c)(2)(vi)(M) and (f)(3) (iii) - Undue Concentra- 
tion 


Rule 15¢3-1(c)(2)(vi)(M).essentially provides that, for pur- 
poses of computing net capital, an additional deduction 
from net worth equal to one-half the appropriate hair- 

cut shall be taken against all positions of a broker or deal- 
er in the securities of an issuer of a single class or series 
with a value exceeding ten percent of tentative net capital. 
Asimilar provision, Rule 15c3-1(f)(3) (iii), applies to com- 
putations under the alternative net capital requirement. 
These provisions are intended to provide a hedge against 
downside market risk, which increases proportionately 
with the size and consequent possible illiquidity of such 
substantial positions. Since the adoption of Rule 15c3-1, 
members of the public have commented that these provi- 
sions may not be appropriate as applied to redeemable 
shares of registered investment companies. Since such se- 
curities are fully redeemable, they remain readily con- 
vertible into cash. Accordingly, the Commission proposes 
to amend paragraphs (c)(2)(vi)(M) and (f)(3)(iii) of Rule 
15c3-1 to exempt therefrom positions in redeemable se- 
curities 10/ of investment companies registered pursuant 
to Section 8 of the Investment Company Act of 1940. 11/ 


Other proposed amendments to Rule 15c3-1(f)(3) (iii) 
would conform this provision to Rule 15c3-1(c) (2) (vi)(M) 
by subjecting securities collateralizing a secured demand 
note to this undue concentration provision, and by exclud- 
ing positions of relatively small size or value from undue 
concentration charges. 

The text of proposed amendments to Rule 15c3-1(c)(2) 
(vi)(M) and (f)(3) (iii) follows (additions italicized, dele- 
tions [bracketed] ): ui: 

(M) In the case of money market instruments or Securi- 
ties of a single class or series of an issuer, including any 
option written, endorsed or held to purchase or sell se- 
curities of such a single class or series of an issuer (other 
than “exempted securities” and redeemable securities of 
an investment company registered pursuant to the Invest- 
ment Company Act of 1940), which are long or short in 
the proprietary or other accounts of a broker or-dealer 
including securities which aré collateral to secured de- 
mand notes defined in Appendix (D), 17 CFR 240.15c- 
31d, for more than 11 business days and which have a 
market value of more than 10 percent of the “net capi- 
tal” of a broker or dealer before the application of sub- 
Paragraph (c)(2)(vi) or Appendix (A); 17 CFR '240.15c3- ' 
la, there shall be an ‘additional deduction from net worth’ 
and/or the Collateral Value for securities collateralizing a 
secured demand note defined in Appendix (D), 17 CFR 


240.15c3-1d,.equal to 50 percent of the percentage de- 
duction otherwise provided by this subparagraph (c)(2)(vi) 
or Appendix (A), 17 CFR 240.15¢3-1a, on that portion of 
the securities position. in excess of 10% of the “‘net capital” 
of the broker or dealer before the application of subpara- 
graph (c)(2)(vi) and Appendix (A), 17 CFR 240.15c3-1a. 
This provision shall apply notwithstanding any long or short 
position exemption provided for in subdivisions (1) or (J) of 
this subparagraph (except for long or short position exemp- 
tions arising out of the first proviso to subdivision (c)(2) (vi) 
(J) and ‘the’ deduction on ahy such exempted position shall 
be 15% of that portion of the securities position in excess 
of 10% of net capital before the application of subparagraph 
(c)(2)(vi)' and Appendix (A), 17 CFR 240.15c3-1a. Pro- 
vided, that such additional deduction shall be applied in 

the case of-equity securities only on the market value in 
excess of $10,000 or the market value of 500 shares, which- 
ever is greater, or $25,000 in the case of a debt security. 
Provided, further, that ahy'specialist which is subject to 

a deduction required by this subdivision (M), respecting 

his specialty stock, who ‘can demonstrate to the satisfac- 
tion of the Examining Authority for such broker or dealer 
that there is sufficient liquidity for such specialists’ 
specidfty stock and that such deduction need not be'ap- 
plied in the public interest for the protection of investors 
may upon a proper showing to such Examining Authority 
have such undue concentration deduction appropriately 
decreased, but in no case shall the deduction prescribed in 
subdivision (J) above be reduced. Each such Examining 
Authority shall make and preserve for a period of not less 
than 3 years a record of each ‘application granted pursu- 

ant to this subdivision, which shall contain a summary 

of the justification for the granting of the application. 
Provided further, that until June 1, 1976, this subpara- 
graph shall not apply to municipal securities. 


(iii). In the case of money. market instruments, or securi- 
ties of a single class or series of an issuer, including any 
option written, endorsed or held to purchase or sell se- 
curities of such a single class or series of an issuer, (other 
than “exempted securities” and redeemable securities of 
an investment company registered pursuant to the In- 
vestment Company Act of 1940) and securities under- 
written (in which case the deduction provided for herein 
shall be applied after 11 business days) which are long or 
short in the proprietary or other accounts of a broker 

or dealer, including securities which are collateral to se- 
cured demand notes defined in Appendix (D), 17 CFR 
240.15c3-1d, and which have a market value of more 
than 10 percent of the “‘net capital”: of a broker or deal- 
er before the application of subparagraphs (c)(2)(vi), 
(f)(3) or Appendix (A); 17 CFR '240.15c3-1a, there 
shall be ‘an additional deduction from net worth and/ 

or the Collateral Value of securities collateralizing a se- 
cured demand note defined.in Appendix (D), 17 CFR 
240. 15¢c3-1d, equal to'50 percent of the percentage 
deduction otherwise provided by this section or Appen- 
dix (Aj, 17-CFR 240.15c3-1a (in the case of securities 
describéd:in' subparagraph (f)(3)(i) which recéive a 30% 
deduction or securities described in subparagraph (f)(3) 
(iii) the deduction required by this subdivision (f}(3) (iii) 
shall be-15%) on that portion of the securities position 
in excess of 10 percent of the “net capital’’ of the broker 
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or dealer before the application of subparagraphs (c){2) (vi), 
(f)(3)(i) and (ii) and Appendix (A), 17 CFR 240.15c3-1a. 
This provision shall apply notwithstanding any long or 
short position exemption provided for in subparagraphs 
(c)(2)(vi)(1) or (f)(3)(ii) (except for a long or short posi- 
tion exemption arising out of the first proviso to sub- 
paragraph (f)(3)(ii)) and the deduction on any such ex- 
emption position shall be 15% of that portion of the 
Position in excess of 10% of net capital before the appli- 
cation of subparagraph (c)(2)(vi), subparagraphs (f)(3) 
(i) and (ii) and Appendix (A), 17 CFR 240.15c3-1a. 
Provided, that such additional deductions shall be ap- 
plied in the case of equity securities only on the market 
value in excess of $10,000 or the market value of 500 
shares, whichever is greater, or $25,000 in the case of a 
debt security. Provided [however] further, that any 
specialist who is subject to a deduction required by this 
subdivision (f)(3) (iii) respecting his specialty stock, who 
can demonstrate to the satisfaction of the Examining 
Authority for such broker or dealer that there is suffi- 
cient liquidity for such specialist’s specialty stock and 
that such deduction need not be applied in the public 
interest for the protection of investors may on a proper 
showing to such Examining Authority have such undue 
concentration deduction appropriately decreased but 

in no case shall the deduction prescribed in subdivision 
(f)(3) (ii) above be reduced. Each such Examining Auth- 
ority shall make and preserve for a period of not less than 
3 years a record of each application granted pursuant to 
this subdivision, which shall contain a summary of the 
justification for the granting of the application. Provid- 
ed further, that until June 1, 1976, this subparagraph 
shall not apply to municipal securities. 


Rule 15c3-1(c)(2) (xiii) - Indebtedness Collateralized by 
Exempted Securities 


Rule 15c3-1(c)(2)(xiii) provides that a broker or dealer 
may, at his option, include indebtedness collateralized 
by exempted securities in aggregate indebtedness or de- 
duct four percent of such indebtedness from net worth. 
The proposed amendments to this provision would clar- 
ify that the option of deducting four percent of such in- 
debtedness from net worth is available only if the in- 
debtedness would be otherwise includable in aggregate 
indebtedness. 


The text of proposed amendment to Rule 15c3-1(c)(2) 
(xiii) is as follows (additions /talicized) deletions 
[bracketed] ): 


(xiii) Deducting, at the option of the broker or dealer, 
in lieu of including such amounts in aggregate indebted- 
ness, 4 percent of the amount of any indebtedness se- 
cured by exempted securities or municipal securities [not 
carried long in the proprietary or other accounts of the 
broker or dealer or representing exempted securities fail- 
ed to deliver.] , if such indebtedness would otherwise be 
includable in aggregate indebtedness. Provided, with re- 
spect to indebtedness collateralized by municipal securi- 
ties, that such option shall be available until June 1, 
1976. 


Rule 15c3-1(c)(13) - Definition of “Equity” 


Rule 15c3-1(c)(13) provides that, for purposes of the 
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deductions from net worth specified in Rule 15c3-1(c)(2) 
(x) relative to certain transactions.in options, equity shall 
be computed by adding the credit balance in the account 
to the current market value of all long posotions in the 
accounts specified in Rule 15c3-1(c)(2), and deducting the 
debit balance in the account and the current market value 
of all short positions in such accounts. 


The Commission proposes to amend Rule 15c3-1(c) 

(13) to clarify that all securities positions (including 
listed options position) in accounts specified in Rule 
15c3-1(c)(2)(x) must be haircut pursuant to Rule 15c3-1 
(c)(2)(vi), (c)(2){x), or Appendix A to the rule, as appro- 
priate. The proposed amendments would also reflect the 
deletion of Rule 15c3-1(c)(2)(xi) by Securities Exchange 
Act Release No. 11624 (Aug. 29, 1975). 


The text of the proposed amendments to Rule 15c3-1 
(c)(13) is as follows (new matter /talicized; deletions 
[bracketed] ): 


(c)(13) For purposes of subparagraphs (c)(2)(x) [and 
(xi)] equity shall be computed by adding the credit bal- 
ance (if any) in the account to the current market value 
of all securities (including listed options) after the appii- 
cation of subparagraph (c)(2) (vi), (c)(2)(x) (to the ex- 
tent applicable) or Appendix A, 17 CFR 240.15c3-1a, 
carried long in the accounts specified in subparagraphs 
(c)(2)(x) [and (xi)] and by deducting the debit balance 
(if any) in the account and the current market value of 
all securities (including listed options) After the appii- 
cation of subparagraph (c)(2)(vi), (c)(2)(x) (to the ex- 
tent applicable) or Appendix A. 17 CFR 240.15c3-1a, 
carried short in such accounts. 


Rule 15c3- la(c) (8) - Haircuts on Long Listed Options 


Paragraph (c)(8) of Appendix A to Rule 15c3-1 requires 
brokers and dealers carrying long listed options for which 
there is no offsetting security position to apply a: thirty 
percent haircut to the long positions. This provision is 
intended to provide a sufficient capital cushion against 
the downside market risk relating to the underlying 
equity security. Since the market value of an option is 

a leverage function of the value of the underlying secur- 
ity, the haircut on long listed options positions should 
be higher than the haircut applied to the underlying equity 
security in order to secure the needed capital cushion. 
Since positions in most equity securities are given a thirty 
percent haircut pursuant to Rule 15c3-1(c)(2)(vi)(J), it is 
necessary to provide a higher haircut for a corresponding 
options position. The Commission has determined that 

it is appropriate to raise the haircut on long listed options 
positions not offset by a security position to fifty per- 
cent, and proposes to amend paragraph (c)(8) of Appen- 
dix A to Rule 15c3-1 accordingly. 


The text of the proposed amendment to Rule 15c3-1a(c) 
(8) is as follows (new matter /talicized; deletions [bracket- 
ed] ): 


(8) Where a broker or dealer is long listed options and 
there is no offsetting security position, deducting [30] 
50 percent of the market value of any net long positions 
in options in the same underlying security, with the 
same exercise price and the same expiration date. Where 
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a broker-dealer has a net short position in or option in the 
same underlying security, with the same exercise price 

and the same expiration date, and for which the broker or 
dealer does not have a related position in the underlying 
security or an option position otherwise provided for in 
this Appendix (A), the deduction shall be determined as 
provided in subparagraph (c)(1) or (2) of this Appendix 
(A). 


Rule 15c3-3a - Reserve Formula 


Since the advent of trading in listed options, brokers and 
dealers effecting options transactions have developed 

new methods of financing thier margin requirements at 
the clearing corporation level which were not anticipated 
when Rule 15c3-3 was adopted. These developments dic- 
tate amendments to the Reserve Formula in Exhibit A 

to Rule 15c3-3, to ensure that the reserve requirements 
continue to secure the contemplated standard of protec- 
tion for customers’ funds and securities, and to provide an 
appropriate computational basis for the alternative net 
capital requirement provided in Rule 15c3-1(f). Accord- 
ingly, the Commission proposes to amend the Reserve 
Formula to include as a credit item the principal amount 
of restricted letters of credit obtained by members of 

the Options Clearing Corporation (“OCC”) and colla- 
teralized by customers’ securities. It is also proposed to 
amend the Reserve Formula to include as debit items 
margin deposited with OCC to the extent such margin 

is represented by cash, proprietary qualified securities, 

or restricted letters of credit collateralized by customer’s 
fully paid or excess margin securities. 


The text of the proposed amendments to the Reserve 
Formula including those discussed earlier relating to cer- 
tain deficit conditions, is as follows (additions /talicized; 
deletions [bracketed] ): 


Credits Debits 





— 


. Free credit balances and 
other credit balances in 
customers’ security 
accounts. (See Note A) $XXX 


Rh 


. Monies borrowed colla- 
teralized by securities 
carried for the account 
of customers. (See Note 
B) XXX 


3. Monies payable against 
Customers’ securities 
loaned. (See Note C) XXX 


4. Customers’ securities 
failed to receive. 
(See Note D) XXX 


. Credit balances in firm 

accounts which are 

attributable to principal 

sales to customers. XXX 


10. 


31. 


12. 


Credits 


Debits 





. Market vatue of stock 


dividends, stock splits and 

similar distributions re- 

ceivable outstanding over 

30 calendar days. XXX 


. Market value of short 


security count difference 
over 30 calendar days old XXX 


. Market value of short 


securities and credits 

(not to be offset by longs 

or by debits) in all sus- 

pense accounts over 30 

calendar days. XXX 


. Market value of securities 


which are in transfer in ex- 

cess of 40 calendar days and 

have not been confirmed to 

be in transfer by the trans- 

fer agent or ihe issuer during 

the 40 days. XXX 


Debit balances in customers’ 
cash and margin accounts 
excluding unsecured ac- 
counts and accounts 
doubtful of collection. 

(See Note [B] F) 


Securities borrowed to 
effectuate short sales by 
customers and securities 
borrowed to make delivery 
on customers’ securities 
failed to deliver. 


Failed to deliver of cus- 
tomers’ securities not older 
than 30 calendar days. 


. Margin required and on 


deposit with the Options 
Clearing Corporation for 
all option contracts written 
or purchased in customer 
accounts. (See Note F) 


Totals 


$XXX 


XXX 


XXX 








Credits 
Debits 
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[13] 74. Excess of total credits 
(sum of items 1-9) over total 
debits (sum of items 10-[12] 
73) required to be on deposit 
in the “Reserve Bank Account” 
(15c3-3(c)). If the computation 
is made monthly as permitted 
by this rule, the deposit shall 
be not less than 105% of the 
excess of total credits over 
total debits. 


Note A 


Item 1 shall include all outstanding drafts payable to 
customers which have been applied against free 
credit balances or other credit balances and shall 
alsetnclude checks drawn in excess of bank balances 
per the records of the broker or dealer. 


Note B 


Item 2 shall include the principal amount of Restricted 
Letters of Credit obtained by members of Options 
Clearing Corporation which are collateralized by cus- 
tomers’ securities. 


Wote C 


Item 3 shall include in addition to monies payable against 
customers’ securities loaned the amount by which the 
market value of securities loaned exceeds the collateral 
value received from the lending of such securities. 


Note D 


Item 4 shall include in addition to customers’ securities 
failed to receive the amount by which the market value 
of securities failed to réceive and outstanding more than 
thirty (30) caldendar days exceeds their contract value. 


Note [B] E& 


(1) Debit balances in margin accounts shall be reduced by’ 
the amount by which a specific security (other than an’ 
exempted security) which is collateral for margin accounts 
exceeds in aggregate value 15 percent of all securities which 
collateralize all margin accounts receivable; provided, how- 
ever, the required reduction shalt not be in excess of the 
amounts of the debit balance required to be excluded be- 
cause of this concentration rule. A specified security is 
deemed to be collateral for a margin account only to the 
extent it represents in value not more than 140 percent 

of the customer debit balance in a margin account. 


(2) Debit balances in special omnibus accounts, maintained 
in compliance with the requirements of Section 4(b) of 
Regulation T under the Act (12 CFR 220.4(b)) or similar 
accounts carried on behalf of another broker or dealer, 
shall be reduced by any deficits in such accounts (or if a ~' 
credit, such credit shall be increased) less any calls for 
margin, mark to the market, or other required deposits 
which are outstanding 5 business days or less. 


[2] (3) Debit balances in customers’ cash and margin 
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accounts included in the formula under Item 10 shall be 
reduced by an amount equal to 1 percent of their aggre- 
gate value. 


Note F 


!tem 13 shall include the amount of margin deposited 
with Options Clearing Corporation to the extent such 
margin is represented by cash, proprietary qualified se- 
curities, and restricted letters of credit collateralized by 
customers’ fully paid or excess margin’ securities. The 
amount of margin secured by restricted letters of credit 
collateralized by margin securities shall not be included 
as a debit in Item 13. 


Interpretations With Respect to Rules 15c3-1 and 15c¢3-3 


The Commission has determined to publish the following 
interpretations to Rules 15c3-1 and 15c3-3; these inter- 
pretations are effective immediately. 


Rule 15¢3-1(c)(6) and (7) and Rule 15c3-3(a)(1) - Defini-.. 
tions of “Customer” and “Non-Customer”™ 


In Securities Excharige Act Release No. 11854 (Nov. 20, 
1975), the Commission amended these provisions to pro- 
vide that registered municiapl securities dealers, as defined 
in Section 3(a)(30) of the Act, would be treated as non- 
customers for purposes of Rules 15¢3-1 and 15c3-3. Ques- 
tions have arisen concerning the treatment of the securities 
transactions of a bank municipal securities dealer which is 
not engaged in a municipal securities business through a 
separately identifiable department or division and which 
accordingly registers as an undivided entity. The Commis- 
sion wishes to clarify that for purposes of Rules 15c3-1 
and 15c3-3.such a registered entity is considered a non- 
customer only with respect to securities transactions 
effected in'its capacity as a municipal securities dealer. 


Questions also have arisen concerning the treatment under 
these rules of a municipal securities dealer which is tem- 
porarily exempt from registration pursuant to Rules 
15a-1(T) and 15Ba2-3(T). 12/- The Commission wishes 
to clarify that such municipal securities dealers are treated 
as non-customers for purposes of Rules 15c3-1 and 15¢3-3, 
provided that they comply with all provisions of Rules 
15a-1(T) and 15Bd2-3(T). 


Rule 15c3-3a - Reserve Formula 


In Securities Exchange Act Release No. 11497 (June 26, 


1975), the Commission published several interpretations 
with respect to allocation of certain securities positions 
for purposes of determining whether such positions were 
customer-related and thus.includable in the Reserve For- 
mula. One such interpretation required that: 


When an amount representing securities failed to 
deliver is allocable to securities in the broker's or 
dealer’s physical possession and such securities are 
in excess of the broker’s or dealer’s possession or 
control requirement, the fail to deliver amount 
should be excluded from the Reserve Formula. 


The Commission has received public comment since the 
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adoption of this interpretation to the effect that clearance 
and settlement inefficiencies frequently impede brokers and 
dealers from accomplishing same day redelivery of failed 
securities, with the result that even the most diligent brok- 
ers and dealers cannot avoid the higher reserve requirements 
which result from the exclusion of these debit items from 
the Reserve Formula. It was also pointed out that there 
exist strong economic incentives, unrelated to the reserve 
requirements, which. impel brokers and dealers to make 
expeditious delivery and redelivery of securities. Commen- 
tators further maintained that the customer exposure 
resulting from this particular “fail” position is minimized 

in that the related customer debit, for practical purposes, 

is secured. 


The Commission continues to believe that it is inappro- 
priate for customers’ funds to finance the inefficiencies 
which give rise to this “fail’’ position. However, the Com- 
mission is persuaded, in view of the present inefficiencies 
in clearance and settlement systems, that its prior inter- 
pretive position is unduly burdensqme to many brokers 
and dealers and is not necessary for the protection of in- 
vestors. Accordingly, the Commission hereby rescinds 
this interpretation, and takes the position that when an 
amount representing securities failed to deliver is allo- 
cable to securities in the broker’s or dealer’s physical 
possession, and such securities are in excess of the 
broker’s or dealer’s possession or control requirement, 
the fail to deliver amount may be included in the Re- 
serve Formula for not more than 3 business days. Inas- 
much.as the alternative net capital requirement provided 
by Rule 15c3-1(f) is a function of aggregate Reserve For- 
mula debits, the Commission notes that this position will 
increase the minimum. net capital requirements of some 
brokers and dealers carrying “fail” positions of this na- 
ture. 


Another, of the allocation interpretations published in 
Securities Exchange Release No. 11497 (June 26, 1975) 
requires that: 


Amounts representing stock borrowed which are not 
allocable to short securities positions in customers 
accounts or other items in includable the Reserve 

, Formula and amounts:representing stock loans which 
are not allocable to long securities positions in cus- 
tomer accounts or other items includable in the Re- 
serve Formula should be excluded from the Reserve 
Formula. 


The Gommission wishes to clarify that this interpretation 
applies only to stock loaned and stock borrowed positions 
between brokers. 


Effective Date 


The Commission finds, in accordance with the provisions 
of the Administrative Procedure Act, 5 U.S.C. §553(b)(3): 
(B), (d)(3)(1970), that notice and public comment pro- 
cedure respecting the amendments to Rule 15c3-1 and 

Rule 17a-11 adopted herein would be impractical and con- 
trary to the public interest, and finds further that the pub- 
lic interest requires that these amendments become effec- 
tive immediately. These findings are based on the Commis- 
sion’s determination that the maintenance or orderly mar- 
kets in listed securities requires immediate publication 


and effectuation of these amendments. 
Statutory Basis and Competitive Considerations 


These amendments and proposed amendments to Rule 
15c3-1, Rule 15c3-3 and Rule 17a-11 are adopted and 
proposed pursuant to the Securities Exchange Act of 
1934 (the ““Act’’), particularily Sections 2,6, 10, 15, 17 
and 23 thereof. The Commission finds that any burden 
upon competition imposed by the amendments and pro- 
posed amendments is necessary and appropriate in fur- 
therance of the purposes of the Act, and is necessary and 
appropriate to implement the Commission’s continuing 
mandate under the Act, and particularly section 15(c)(3) 
thereof, to provide safeguards with respect to the finan- 
cial responsibility and related practices of brokers and 
dealers, and to protect customers’ funds and securities. 


Request for Coniments 


All interested persons are invited to submit their views 
and comments on Rule 15c3-1(a)(6) and (c)(xi) and 
Rule 17a-11(b)(3), as well as the proposed amendments 
to Rule 15c3-1, and Rule 15c3-3. In particular commen- 
tators are asked to consider the impact of Rule 15c3-1 
(a)(6) as adopted and as a possible standard for certain 
market makers and specialists in equities. All communi- 
cations should be addressed to George A. Fitzsimmons, 
Secretary, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549, no 

later than February 29, 1976. Reference should be made 
to File No. $7-609. 


All comments received will be available for public in- 
spection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1. 15 U.S.C. §780(c)(3) (Supp. 1V, 1975). 


2. Securities Exchange Act Release No. 9856 (Nov. 10, 
1972). 


3. 17 CFR §240.15c3-3 (1975). Rule 15c3-3 was adopted 
pursuant to §15(c)(3) as it existed prior to the Securities 
Acts Amendments of 1975. See 15 U.S.C. $780(c) (3) 
(1970), as amended, 15 U.S.C. §780(c)(3) (Supp. IV, 
1975). 


4. The Reserve Formula constitutes Exhibit A to Rule 
15c3-3, 17 CFR §240.15c3-3a (1975). 


5. Act of June 4, 1975, Pub. L. No. 94-29, §11(3), 89 
Stat. 126. 


6. Securities Exchange Act Release No. 11497 (June 26, 
1975). 


7. In Securities Exchange Act Release 11624 (August 29, 
1975), the Commission added an alternative capital test 
for certain floor brokers, but concluded that registered 
traders in equity securities, or specialists in equities and 
options who also engage in registered floor trading activity 
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would be fully subject to all the rule’s provisions. 
8. 12 CFR §220.4(b) (1975). 


9. Since this rule’s adoption on June 26, 1975, the Com- 
mission has cooperated with all the self-regulatory organi- 
zations in programs and procedures designed to provide 
brokers and dealers a smooth transition to uniform net 
capital regulation. The New York Stock Exchange spon- 
sored a series of two-day seminars on the uniform rule 
in New York, Chicago, Dallas, San Francisco and Los 
Angeles. Members of the Commission staff participated 
as panelists at these seminars. The National Association 
of Securities Dealers sponsored one-day seminars in no 
less than thirty-four cities from coast to coast. Other 
self-regulators distributed a great deal of detailed infor- 
mation concerning the uniform net capital rule to their 
memberships. As a result of this extensive dialogue with 
the public, the Commission became aware of the need 
to propose certain technical amendments to Rule 15 
c3-1, designed to clarify several provisions of the rule. 
Similarly, comments received from the public and the 
self-regulatory organizations during the course of this 
educational process led the modifications, described 
below, of certain interpretations concerning allocation 
procedures applicable to computations under the Re- 
serve Formula. 


10. It is intended that the term “‘redeemable security” 
shall carry its statutory meaning. See §2(a)(32) of the 
Investment Company Act of 1940, 15 U.S.C. §80a-2 
(a)(32) (1970). 


11. /d. $80a-8. 


12. See Securities Exchange Act Release No. 11742 
(Oct. 15, 1975). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11970/January 2, 1976 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
55 Water Street 
New York, New York 


(SR-NYSE-75-11) 
ORDER APPROVING PROPOSED RULE CHANGES 


On November 6, 1975, the New York Stock Exchange 
filed with the Commission, pursuant to Section 19(b) 

of the Securities Exchange Act of 1934 (the “Act’’), as 
amended by the Securities Acts Amendments of 1975, 
and Rule 19b-4 thereunder, copies of proposed rule 
changes. The Uniform Net Capital Rule adopted by the 
Commission on June 26, 1975, becomes fully effective 

on January 1, 1976, thereby setting minimum capital 
standards for all brokers and dealers. The changes in 
NYSE Rules 325, 313.11, 313.12, 313.22, 320(f), 321.34, 
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322.10, 324.24, 326, 420 and 431 incorporate by refer- 
ence Rule 15c3-1 and are intended to implement the 
minimum net capital requirements adopted by the Com- 
mission and to make conforming changes to related rules. 





Notice of the proposed rule changes together with the 
substance of the proposed rule changes was given by pub- 
lication of a Commission Release (Securities Exchange 
Act Release No. 11909, December 9, 1975, and by publi- 
cation in the Federal Register (40 Fed. Reg. 250, De- 
cember 30, 1975)). 





The Commission finds that the proposed rule changes are 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to registered na- 
tional securities exchanges, and in particular, the require- | 
ments of Section 6 and the rules and regulations there- 
under. } 


Further, the Commission finds good cause for approving 
the proposed rule changes prior to the thirtieth day 
after the date of publication of notice of filing thereof 
in that the effective dates of the proposed amendments 
are intended to take effect on the day on which the Uni- 
form Net Capital Rule becomes effective, January 1, 
1976, and this approval is necessary for the protection 
of investors, the maintenance of fair and orderly markets 
and the safeguarding of securities and funds. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule changes filed 
with the Commission on November 6, 1975, be, and they 
hereby are, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11971/January 2, 1976 


Admin. Proc. File No. 3-4711 

In the Matter of 

STEPHEN SMITH 

ORDER IMPOSING REMEDIAL SANCTION | 


In these broker-dealer proceedings under the Securities 
Exchange Act Stephen Smith (“Smith’’) has submitted 
an offer of settlement which the Commission has deter- 
mined to accept. Solely for the purpose of this proceed- 
ing and without admitting or denying the allegations in 
the order for proceedings respondent consents to the 
findings and sanctions set forth below. 


‘ 





On the basis of the order for proceeding and the offer 
of settlement, it is found that during the period from 





> 
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ation, 


on or about February 18, 1971 to on or about January 1, 
1974 Smith wilfully violated and wilfully aided and abet- 
ted violations of Sections 5(b)(2) and 17(a) of the Securi- 
ties Act of 1933 (‘‘Securities Act’’) and Section 10(b) of 
the Securities Exchange Act of 1934 (‘Exchange Act’’) 
in connection with the public offering of the common 
stock of Pelorex Corp. (‘‘Pelorex’’) and the over-the- 
counter trading market for Pelorex stock. 


In view of the foregoing, it is in the public interest to im- 
pose the sanction specified in the offer of settlement. 


Accordingly, 1T 1S ORDERED that Stephen Smith be, 
and he hereby is, barred from association with any 
broker, dealer, investment company or investment ad- 
viser. 


For the Commission, by its Secretary, pursuant to dele- 
gated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 11972/January 2, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CHICAGO BOARD OPTIONS EXCHANGE, IN- 
CORPORATED 


(File No. SR-CBOE-75-7) 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) formally submitted, on December 16, 1975, 
a proposed rule change under Rule 19b-4 to permit the 
trading of put option contracts (“‘puts’’) on CBOE. Ac- 
cording to CBOE, the trading of puts would be accom- 
plished on much the same basis currently applied to the 
trading of call option contracts (“‘calls”’ ) on that ex- 
change. CBOE has stated that the purpose of the pro- 
posed rule change is to provide a central, regulated mar- 
ket for the trading of puts, thus making available a 
secondary market for puts which would serve an ecoon- 
omic function similar to the economic function served 
by the secondary market currently available for the 
trading of calls. 


The Commission has not heretofore approved the trading 
of puts on any exchange on which call options are cur- 
rently traded. 


CBOE’s proposal involves the revision of many of 
CBOE’s rules, as well as interpretations and policies 
relating thereto, so as to adapt these rules, interpre- 
tations and policies to the trading of puts as well as 
calls. CBOE’s submission further mentions CBOE’s 
understanding that The Options Clearing Corpora- 
tion is preparing a single prospectus which will apply 
to both puts and calls. 


Publication of the submission is expected to be made 


in the Federal Register during the week of January 5, 
1975. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 45 days from the date of publication in the Fed- 
eral Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary 

of the Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D. C. 20549. 
Reference should be made to File No. SR-CBOE-75-7. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 1100 L 
Street, N. W., Washington, D. C. Copies of the filing will 
also be available at the principal office of the above-men- 
tioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11973/January 2, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE, INC. 


(File No. SR-PSE-75-11) 


The Pacific Stock Exchange, Inc. (“‘PSE’”’) submitted on 
December 22, 1975, a proposed rule change under Rule 
19b-4 to conform the anti-manipulative rules of the PSE 
with those of other participants in the consolidated trans- 
action reporting system. 


Publication of the submission is expected to be made in 
the Federal Register during the week of January 5, 1976. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute proceed- 
ings to determine whether the proposed rule change 
should be disapproved, interested persons are invited to 
submit written data, views and arguments concerning the 
submission within 30 days from the date of publication 
in the Federal Register. Persons sesiring to make written 
submissions should file six copies thereof with the Sec- 
retary of the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, D. C. 
20549. Reference should be made to File No. SR-PSE- 
75-11. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 1100 L 
Street, N. W., Washington, D. C. Copies of the filing will 
also be available at the principal office of the above-men- 
tioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion pursuant to delegated authority. 


SEC DOCKET/973 








George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11974/January 2, 1976 


In the Matter of 


MAGMETCO, INC. as Successor to 
MAGNETIC METALS COMPANY 


APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until January 13, 1975 


to request a hearing on an application of Magmetco, Inc. 


(“Applicant”), as successor to Magnetic Metals Com- 
pany (“Magnetic Metals’), pursuant to Section 12(h) of 
the Securities Exchange Act of 1934 (“1934 Act”’) for 
an order exempting the Applicant from Sections 13 and 
15(d) of the 1934 Act, to the extent such sections 
would otherwise require Applicant to file a quarterly 
report on Form 10-O for the quarter ended September 
30, 1975, and an annual report on Form 10-K for the 
year ending December 31, 1975. 


Magnetic Metals merged into Applicant on September 
4, 1975, pursuant a plan and agreement of merger 
approved by the shareholders of Magnetic Metals. 
Magnetic Metals no longer exists as a separate corpora- 
tion and there is no longer any trading in Magnetic 
Metals stock. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11975/January 5, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NEW YORK STOCK EXCHANGE, INC. 


(File No. SR-NYSE-75-23) 


The New York Stock Exchange, Inc. submitted on De- 
cember 23, 1975 a proposed rule change under Rule 
19b-4 to adjust, semi-annually, on the basis of the 
NYSE Composite Index, the listing and delisting criter- 
ia relating to the market value of publicly-held shares. 


Publication of the submission is expected to be made 

in the Federal Register during the week of January 12, 
1976. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 30 days from the 
date of publication in the Federal Register. Persons 
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desiring to make written submissions should file six fr 
copies thereof with the Secretary of the Commission, 





Securities and Exchange Commission, 500 North Capitol “ 

Street, Washington, D. C. 20549. Reference should be ex 

made to File No. SR-NYSE-75-23. sh 

Copies of the submission and of all written comments will m 

be available for inspection at the Securities and Exchange ca 

Commission’s Public Reference Room, 1100 L Street, of 

N. W., Washington, D. C. Copies of the filing will also be n 

available at the principal office of the abovementioned self- | gy 

regulatory organization. C 

Ca 

For the Commission by the Division of Market Regula- in 

tion, pursuant to delegated authority. ef 

} di 

George A. Fitzsimmons | 

Secretary i F 

4 

SECURITIES EXCHANGE ACT OF 1934 1 

Release No. 11976/January 5, 1976 re 
Admin. Proc. File No. 3-4670 

I 

In the Matter of 

3 


BARRY J. MARGULIS 
17 Academic Road 
East Brunswick, New Jersey 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities Ex- s 
change Act (“Exchange Act’’), Barry J. Margulis (“’Mar- F 
gulis’’), a director and a minority shareholder of Howard 
Lawrence & Co., Inc. (“registrant”), a registered broker- s 
dealer, has submitted an offer of settlement, without ad- : 
mitting or denying the allegations in the order for pro- 

ceedings, which the Commission has determined to 

accept. 

On the basis of the order for proceedings and the offer of 


settlement, it is found that: 1/ 


(1) Margulis willfully aided and abetted violations of Sec- 
tions 15(c)(2) and 15(c)(3) of the Exchange Act, and 
Rules 15c2-1, 15c3-1 and 15c3-3 thereunder. 


(2) On January 11, 1974, a trustee was appointed for 
registrant pursuant to Section 5(b)(3) of the Securities 
Investor Protection Act of 1970 at a time when Mar- 
gulis was associated with registrant as indicated above. 2/ 

(3) On January 11, 1974, Margulis was permanently en- 
joined from further violations of the above provisions 
and rules. 3/ 


Accordingly, 1T |S ORDERED, that Barry Margulis be, 
and he hereby is suspended from association with any 
broker, dealer, investment company or investment ad- 
viser for a period of three months, and thereafter barred 





( 
' 
1 


from association with any broker, dealer, investment com- 
pany or investment adviser in a supervisory and/or proprie- 
tary capacity, provided that after twelve months from the 
expiration of the above three month suspension, Margulis 
shall have the right to apply to the Commission for per- 
mission to become associated with a broker, dealer, invest- 
ment company or investment adviser in a supervisory 
capacity other than one relating to financial operations 

or affairs; and further provided that after fifty-seven 
months from the expiration of the above three month 
suspension, Margulis shall have the right to apply to the 
Commission for permission to become associated in any 
capacity with a broker, dealer, investment company or 
investment adviser. The above sanctions will become 
effective at the opening of business on the second Mon- 
day after the date of this Order. 


For the Commission, by its Secretary, pursant to dele- 
gated authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are not binding on any other 
respondent named in these proceedings. 


2/ SEC v. Howard Lawrence & Co., Inc., 74 Civ. 193 
(SDNY). 


3 Id. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 19777/January 5, 1976 


See Securities Act of 1933 Release No. 5665/January 
5, 1976. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11978/January 6, 1976 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(SR-AMEX-75-6) 
ORDER APPROVING PROPOSED RULE CHANGE 


On October 31, 1975, the American Stock Exchange, 
Inc. (the ““Amex”’) filed with the Commission, pursuant 
to Section 19(b) of the Securities Exchange Act of 1934 
(the “Act”’), as amended by the Securities Acts Amend- 
ments of 1975, and Rule 19b-4 thereunder, copies of a 
Proposed rule change. The proposed rule change would 
amend certain guidelines adopted by the Amex pursu- 


ant to Rule 915(b) of the Amex Rules which are appli- 
cable to the trading of option contracts. Such guidelines 
provide for standards to be considered by the Amex in 
evaluating underlying stocks for Amex options transac- 
tions. 


Currently, the Amex’s standards for the selection of 
underlying securities incorporate the Commission’s re- 
quirements for the registration of securities on Form S-7 
under the Securities Act of 1933 as well as providing addi- 
tional standards. The Commission has recently proposed 
modifications relaxing the requirements for the use of 
Form S-7 and has indicated that, pending a decision by 
the Commission to adopt the proposed modifications, 

the Commission and the staff would not object if Form 
S-7 is used to register secirities of an issuer that meets 

the proposed requirements as to the use of that form 
(Securities Act of 1933 Release No. 5613 (Sept. 11, 
1975); 40 Fed. Reg. 44584 (Sept. 29, 1975)). The amend- 
ment of the guidelines adopted pursuant to Amex Rule 
915(b) would conform the rules of the Amex to the pro- 
posed modifications relaxing the requirements for the 

use of Form S-7. The effect of the change will be to 

make eligible certain securities the issuers of which did 
not meet earlier S-7 standards. Similar rule changes by 

the Chicago Board Options Exchange (Securities Exchange 
Act Release No. 11674 (Sept. 24, 1975); 40 Fed. Reg. 
44905 (Sept. 30, 1975)) and by the PBW Stock Exchange 
(Securities Exchange Act Release No. 11710 (Oct. 3, 
1975); 40 Fed. Reg. 47548 (Oct. 9, 1975)) have already 
become effective. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was given 
by publication of a Commission Release (Securities Ex- 
change Act Release No. 11794, (Nov. 4, 1975)) and by 
publication in the Federal Register (40 Fed. Reg. 52673 
(Nov. 11, 1975)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to national securi- 
ties exchanges, and in particular, the requirements of 
Section 6 and Section 9(b). 


IT iS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved, effective Jan- 
uary 5, 1976. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11979/January 6, 1976 


In the Matter of 
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MIDWEST STOCK EXCHANGE, INC. 
120 S. LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-75-5) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 24, 1975, the Midwest Stock Exchange, 
Inc. (“MSE”) filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the “‘Act’’), as amended by the Securities Acts Amend- 
ments of 1975, and Rule 19b-4 thereunder, copies of a 
proposed rule change. 


The proposed rule change reduces to six months from 
one year the time period within which a member must 
pay any debt, fine, due or charge, after which the Presi- 
dent of the Exchange may sell the membership of the 
member. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was given 
by publication of a Commission Release (Securities Ex- 
change Act Release No. 11868, November 26, 1975) 

and by publication in the Federal Register (56507 Fed. 
Reg., December 3, 1975). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the requirements 
ot Section 6 and the rules and regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on November 24, 1975, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11980/January 6, 1976 


Admin. Proc. File Nos. 3-2156 and 3-2157 


In the Matter of 


ARTHUR LIPPER CORPORATION, et al. 
140 Broadway 

New York, New York 

(8-13182) 


MEMORANDUM OPINION AND ORDER DENYING 
PETITION FOR REHEARING 
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PRACTICE AND PROCEDURE 
Rehearing 
Oral Argument 


Petition for rehearing based solely on changes in the 
Commission’s composition between the date of oral 
argument and the date of decision, so that three of 
the four commissioners who participated in the deci- 
sion had not been present at the argument, denied, 
because petitioners’ position that a reading of the 
transcript of the argument was an inadequate substi- 
tute for the live argument greatly overstated the im- 
portance of the latter and because rehearing was un- 
likely to alter the result. 


APPEARANCES: 


John A. Dudley and Judith E. Minsker, of Sullivan & 
Worcester, for Arthur Lipper Corporation and Arthur 
Lipper, III. 


Theodore |. Sonde, Gregory C. Glynn, William D. Moran 
and Marvin E. Jacob, for the Commission’s Division of 
Enforcement. 


Between the date on which oral argument was heard and 
the date on which the cause was decided, the composi- 
tion of this body changed. Three of the four commission- 
ers who participated in the unanimous decision (Securi- 
ties Exchange Act Release No. 11773 (October 24, 1975), 
8 SEC Docket 273) did not take their seats here until 
after argument had been heard by their predecessors. 
Pointing to that fact and to it alone, respondents seek 
rehearing. 


Respondents state that they are “fully aware” of Rule 
21(f) of our Rules of Practice, which provides that “Any 
member or members of the Commission who were not 
present at the oral argument may participate in the de- 
cision of the proceeding. Any Commissioner participa- 
ting in the decision who was not present at oral argu- 
ment will review the transcript of such argument.” They 
contend, however, that this rule applies only to cases in 
which “‘a majority of the quorum participating in the 
decision had in fact heard oral argument.’’ They argue 
that: 


“The passive reading of a transcript is not equiva- 
lent to active, in person, oral advocacy. A pro- 
cedure whereby oral argument presented to one 
group of Commissioners is put in written form 
and read by another group, in effect robbed the 
petitioners of an opportunity to present their 
case orally.” 


We disagree. Respondents cite no authority in support 
of their position. Nor has our own research unearthed 
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anything that tends to sustain the conclusory contention 
that the “circumstances of this case demand that oral 
argument be reheard to effect substantial due process.” 1/ 


IV. 


We do not deprecate the value of live argument. But we think 
that applicants exaggerate its significance. 2/ It is true that 
an adjudicator who actually listens to oral advocacy is in a 
somewhat different position from one who reads the trans- 
cript of an oral argument made to others. That difference, 
however, is one of degree, not one of kind. It is not funda- 
mental enough to raise a due process question. 


The transcript of an oral argument on legal questions 
preserves everything of substance that transpired when 
the advocates spoke. True, a transcript cannot perpetu- 
ate gesture, demeanor, tone of voice. But these, what- 
ever their significance in jury trials on questions of fact, 
are of no real moment here. 


V. 


The instant application raises only a procedural question 
of a discretionary character. No showing has been made 
that warrants exercising that discretion in respondents’ 
favor. 3/ When the case was here, it was considered 
with great care. The opinion was based on a careful 
study of the massive record and of the materials cited 
by the parties as well as those found by our own re- 
search. Respondents raise no new points. Nor do they 
try to show us how we erred. Hence we think it most 
unlikely that rehearing would alter the result. In these 
circumstances a new round of oral argument appears 
pointless. 4/ 


Vi. 
Accordingly, the petition for rehearing is DENIED. 


By the Commission (Commissioners LOOMIS, EVANS 
and SOMMER); Chairman Hills and Commissioner 
POLLACK not participating. 


George A. Fitzsimmons 
Secretary 


1/ What are those circumstances? Respondents point to 
two. They say that “Important legal issues are in contro- 
versy” and that “‘the Commission’s action against the 
Petitioners has severely limited their business activities.” 
But there is nothing the least unusual about either fac- 
tor. We often deal with important legal issues. And the 
very nature of our quasi-judicial duties frequently de- 
mands the imposition of severe limitations on the busi- 
ness activities of the respondents who come before us. 


2/ See Morgan v. United States, 298 U.S. 469, 481 
(1936): Federal Communications Commission v. WJR, 
337 U.S.265, 281-284 (1949); Gearhart & Otis, Inc., 
42 SEC 1 (1964); Isthmus Steamship & Salvage Co., 
42 SEC 465 (1964). 


3/ The changes in the composition of this body on 
which the instant application is predicated took place 


long before the decision issued. Respondents could 
have moved for reargument while the case was stil! 
undecided. But they did not choose to do so. 


4/ Compare Christiana Securities Company, \nvestment 
Company Act Release No. 8692 (February 27, 1975), 
7 SEC Docket 369. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11981/January 6, 1976 


In the Matter of 


THE CINCINNATI STOCK EXCHANGE 
205 Dixie Terminal Building 
Cincinnati, Ohio 45202 


(SR-CSE-1975-4) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 7, 1975, the Cincinnati Stock Exchange 
(the ““CSE”’) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 USC 78s(b)(1), (the “Act’’), as amended by 
the Securities Acts Amendments of 1975, Pub. L. No. 
94-29, §16 (June 4, 1975), and Rule 19b-4 thereunder, 
copies of a proposed rule change. Additional informa- 
tion concerning the proposed rule change was supplied 
in a letter from the CSE dated December 24, 1975, at 
which time the CSE also consented to an extension of 
the time period for consideration of the proposed 

rule change. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 11837, (November 17, 
1975)) and by publication in the Federa/ Register 

(40 Fed. Reg. 54312 (November 21, 1975)). 


The proposed rule change would open the CSE’s Ac- 
cess Program to any member of another national se- 
curities exchange, with a minimum net capital in com- 
pliance with Securities Exchange Act Rule 15c3-1, 

the primary purpose of whose business is the transac- 
tion of business as a broker or dealer in securities. The 
Access Program permits certain approved non-members 
to execute commission orders on the CSE for a period 
of one year. In addition, the proposed rule change 
would reduce the fee for extending participation in the 
Access Program on a yearly basis from $250 to $100. 


Participants in the CSE Access Program are permitted 
to use the trading facilities of the CSE; however, they 
are not entitled to vote on matters pertaining to the 
CSE or to share in the assets of the CSE. 


Transactions for Access Participants are executed on 


the CSE by assigned CSE floor brokers, though an 
access participant may request that his transactions 
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be executed by a specific floor broker. When the transac- 
tion is executed, the Access Participant’s name appears 
on the CSE confirmation tickets. Access Participants may 
have their trades cleared through the Midwest Clearing 
Corporation, if they are members of that organization, 

or may clear their trades directly. All commissions for 
business performed by floor brokers for Access Partici- 
pants are negotiated. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to national securi- 
ties exchanges. In particular, the proposed rule change 

is consistent with the requirements of Section 6(b)(5), 
which provides that the rules of a national securities 
exchange should be designed to, among other things, 
remove impediments to and perfect the mechanism of 

a free and open market. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned pro- 
posed rule change be, and it hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11982/January 6, 1976 


In the Matter of 


MIDWEST STOCK EXCHANGE, INC. 
120 S. LaSalle Street 

Chicago, Illinois 60603 
(SR-MSE-75-4) 


ORDER APPROVING PROPOSED RULE CHANGE 


On November 24, 1975, the Midwest Stock Exchange, Inc. 


(“MSE”) filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the “Act”’), 
as amended by the Securities Acts Amendments of 1975, 
and Rule 19b-4 thereunder, copies of a proposed rule 
change. 


The proposed rule change reduces to six months from 
one year the time period within which, under certain 
circumstances, the President of the Exchange may sell 
the membership of a member. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was given 
by publication of a Commission Release (Securities Ex- 
change Act Release No. 11867, November 26, 1975) 

and by publication in the Federal Register (40 Fed. 

Reg. 56507 (December 3, 1975)). 
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The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the requirements 
of Section 6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on November 24, 1975, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11983/January 6, 1976 


Admin. Proc. File No. 3-4858 


In the Matter of 


RCA INTERNATIONAL DEVELOPMENT CORPORA- 
TION 


(81-192) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued an 
order granting the application of RCA International 
Development Corporation {““Applicant’”’), a Delaware 
corporation, pursuant to Section 12(h) of the Securities 
Exchange Act of 1934, as amended (the ““1934 Act”), 
for an exemption from the provisions of Section 13 of 
the 1934 Act. 


It appears to the Commission that the requested exemp- 
tion is not inconsistent with the public interest and the 
protection of investors in view of the fact that trading 
activity in Applicant’s 5% Guaranteed Sinking Fund 
Debentures due 1988 (the “‘Debentures”’), the only 
class of securities issued by the Applicant which is regis- 
tered under the 1934 Act, has been very limited since they 
were admitted to trading on the New York Stock Ex- 
change in 1968; the Debentures are guaranteed by and 
convertible into common stock of RCA Corporation 
(“RCA”); RCA is required to file reports under Section 
13 of the 1934 Act; and Applicant has undertaken to re- 
port on Form 8-K any event occurring which would af- 
fect the rights of the Debentureholders. 
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NOTICE OF FILING:OF PROPOSED RULE CHANGE 
BY THE PACIFIC SECURITIES DEPOSITORY TRUST 
COMPANY (File No. SR-PSD-75-2) 

The Pacific Securities Depository Trust Company sub- 
mitted on December 29, 1975, a proposed rule change 
under Rule 19b-4 to amend its fee schedules. 


The foregoing rule change has become effective, pursuant 
to Section 19(b)(3)(a) of the Securities Exchange Act of 
1934. At any time within sixty days of the filing of such 
proposed rule change, the Commission may summarily 
abrogate such rule change if it appears to the Commission 
that such action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of January 12, 
1976. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within three weeks from the date of publication in the 
Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secre- 
tary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 

D. C. 20549. Reference should be made to File No. 
SR-PSD-75-2. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N. W., Washington, D. C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11985/January 7, 1976 


See Securities Act of 1933 Release No. 5667/January 
7, 1976. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11986/January 7, 1976 


See Securities Act of 1933 Release No. 5668/ 
January 7, 1976. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11987/January 7, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE AMERICAN STOCK EXCHANGE, INC. 


(File No. SR-AMEX-75-15) 


The American Stock Exchange, Inc. submitted on De- 
cember 23, 1975 a proposed rule change under Rule 
19b-4 to establish a new class of membership, (to be 
known as options principal members) and to offer 200 
of such memberships for sale for a limited time pursuant 
to a plan approved by its Board of Governors. 


Publication of the submission is expected to be made in 
the Federal Register during the week of January 12, 
1976. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 30 days from the 
date of publication in the Federa/ Register. Persons de- 
siring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. Reference should be 
made to File No. SR-AMEX-75-15. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N. W., Washington, D. C. Copies of the filing 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11988/January 7, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CINCINNATI STOCK EXCHANGE 


(File No. SR-CSE-75-6) 


The Cincinnati Stock Exchange submitted on December 
22, 1975 a proposed rule change under Rule 19b-4 to 
add one public member to its Board of Trustees, to per- 
mit any class of Trustee to serve as an officer of the Ex- 
change and to require that any vacancy on the Board 

of Trustees be filled by a person of the same class as 

the Trustee whose place was vacated. 


Publication of the submission is expected to be made 
in the Federal Register during the week of January 12, 
1976. In order to assist the Commission to determine 
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whether to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule change 


should be disapproved, interested persons are invited to sub- 


mit written data, views and arguments concerning the sub- 
mission within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D. C. 20549. Re- 
ference should be made to File No. SR-CSE-75-6. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 1100 L 
Street, N. W., Washington, D. C. Copies of the filing will 
also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11989/January 7, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PBW STOCK EXCHANGE 


(File No. SR-PBWSE-75-11) 


The PBW Stock Exchange submitted on December 29, 
1975 a proposed rule change under Rule 19b-4 to add 
public governors to its Board and to provide that a ma- 
jority of all members of the Board, exclusive of the 
immediate past Chairman, shall be members of the PBW 
Stock Exchange. 


Publication of the submission is expected to be made in 
the Federal Register during the week of January 12, 
1976. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 30 days from the 
date of publication in the Federal Register. Persons 
desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-PBWSE-75-11. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N. W., Washington, D. C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 
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For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11990/January 7, 1976 


In the Matter of 


THE OPTIONS CLEARING CORPORATION 
6150 Sears Tower 
Chicago, Illinois 60603 


(SR-OCC-75-4) 


ORDER APPROVING PROPOSED RULE CHANGES 
SUBMITTED BY THE OPTIONS CLEARING COR- 
PORATION 


(File No. SR-OCC-75-4) 


Background 


On October 29, 1975, The Options Clearing Corpora- 
tion (“OCC”) submitted, pursuant to Rule 19b-4 

under the Securities Exchange Act of 1934 (the “‘Act”), 
proposed changes in OCC Rules 601 and 602. The pro- 
posed rule changes relate to the method of computing 
the amount of margin to be maintained by OCC clear- 
ing members with respect to short option positions. 


in accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, the rule changes were published in 
the Federal Register (40 Fed. Reg. 53636, November 
19, 1975). In addition, the rule changes were published 
in a Commission release (Securities Exchange Act Re- 
lease No. 11819, November 12, 1975). 


The Amendments 


The amendments to Rule 601 provide that margin on 
short positions to which exercise notices have been 
assigned will, generally, be computed by the same 
method as margin on open and unexercised short po- 
sitions. (Margin for both categories will be based on 
the “daily options marking price” which, pursuant 
to amended Rule 601, will be re-defined as the cur- 
rent highest asked per-unit premium quotation for 
options of the same series on options exchanges at or 
about the close of trading on the preceding business 
day.) In addition to the foregoing, the submission pro- 
posed to amend Rule 601 to permit the value of ex- 
ercised long options in certain accounts to be applied 
against the margin otherwise required in those 
accounts. 


The submission proposed to amend Rule 602 in two 
ways. First, the applicability of Rule 602(a) for 

















determining margin requirements would be limited to 
short positions in options of an expired series. Second, 
it would be optional, rather than mandatory, for OCC 
to require margin from an exercising clearing member 
for options exercised by it if the exercise price exceeded 
the market price of the underlying security. 


Commission Action 


The Commission finds that the proposed rule changes 
are consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to a regis- 
tered clearing agency. 


IT iS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule changes, 
filed as SR-OCC-75-4 with the Commission on October 
29, 1975, be, and they hereby are, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11991/January 9, 1976 


Anotice has been issued giving interested persons until 
February 5 to request a hearing on the application of 
The Boston Stock Exchange to withdraw from listing 
and registration the common stock of Pubco Corpora- 
tion. 


Orders have also been issued granting the applications of 
the following exchanges for unlisted trading privileges in 
the common stock of the named companies: 


Midwest Stock Exchange, Inc.: 
Williams Companies; Delmarva Power & Light Co. 


Boston Stock Exchange: 
Combined Communications Corporation; Dean 
Witter Organization, Inc.; Denny’s, Inc.; Japan 
Fund Inc.; National Medical Care, Inc., Robin- 
tech Inc.; Southland Corporation; Wheelabrator- 
Frye, Inc. 


Cincinnati Stock Exchange: 
North American Phillips Corporation; Bancal 
Tri-State Corporation 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11992/January 8, 1976 


FRAUDULENT PRACTICES IN CONNECTION WITH 
OIL AND GAS FRACTIONAL INTERESTS 


The energy crisis has focused attention upon oil and gas 
exploration and in public offerings of fractional undi- 
vided interests in oil and gas leases. Such offerings are 
frequently made pursuant to a claim of exemption 
from registration under the Securities Act of 1933 (‘the 
Act’’). One such claimed exemption is that provided by 
Regulation B and Schedule D thereunder. In 1974, the 
approximate dollar amount of such offerings filed with 
the Commission increased from $20 million to $30 
million. About $20 million in offerings have been filed 
with the Commission in the first six months of 1975. 
Other such claimed exemptions are those provided by 
Section 4(2) of the Act, and Rule 146 thereunder, for 
private offerings and Section 3(a)(11), and Rule 147 
thereunder, for intrastate offerings. 


The demand for oil and gas coupled with the speculative 
nature of such offerings have fueled widespread indi- 
vidual-investor interest. Tax advantages that accrue to 
investors make the offerings even more attractive. While 
a number of oil and gas fractional interests which are 
offered throughout the country are legitimate in their 
conception, business-like in their marketing and pru- 
dent in their operation, unscrupulous promoters have 
taken advantage of the investor attention to engage in 

a number of fraudulent marketing practices. As a re- 
sult, the Commission and State authorities have within 
the past two years instituted an increasing number of 
enforcement actions. Accordingly, the Commission 
wishes at this time to alert investors of some of the 
fraudulent marketing practices that have recently come 
to its attention. 


Fraudulent promoters have revived the “boiler-room” 
techniques employed in the 1920's and again in the 
1950's. Salesmen with little or no background in oil 
and gas (but a great deal in selling) are hired to make 
high-pressured sales over the phone to strangers. Mim- 
eographed sales pitches, WATS lines and name-lists are 
employed. Typically, unfounded claims or suggestions 
of potentially spectacular profits are made. The only 
sobering element is the occasional reference to the 
speculative risk involved, usually couched in gambling 
context. In addition to fraudulent marketing practices, 
unscrupulous promoters have also padded expenses. 


In an effort to assist prospective investors in guarding 
against fraudulent offerings of fractional undivided 
working interests in oil and gas leases, the Commission 
suggests the following precautions: 


(1) Be particularly wary of unsolicited phone calls 
from strangers; 


(2) Be skeptical of suggestions of possible spectacular 
profits; 


(3) Resist pressures to make hurried, uninformed in- 
vestment decisions; 


(4) Be cautious of any representations regarding the 
accomplishments of the offeror in drilling other wells 
since prior success is not necessarily indicative of 
future results. 
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(5) Consider the risks in relation to your own financial 
position and needs. Ask yourself if you can afford the 
potential loss of the entire investment. 


More specifically, pose the following questions and re- 
quests to the person(s) making the offering: 


(1) In the instance of an unsolicited call or letter how 
did the caller/writer obtain your name?; 


(2) Is the offering filed with the SEC? (If so then you 
are entitled to a copy of a prospectus or offering 
sheet); 


(3) Is the offering filed with the Securities Commission 
of your State?; 


(4) Is the salesmen licensed to sell securities in your 
State?; 


(5) Is the company or any of its principals subject to 
any Federal or State injunctive or cases and desist 
orders?; 


(6) Ask for a copy of any geological report that may 
have been made; however keep in mind that such re- 
ports are not assurances of the presence or amount of 
oil and gas. Review the report or survey with someone 
who is knowledgeable and unaffiliated with the com- 
pany. 


If you believe that you may have been the victim of a 
fraud, you should consult your attorney to determine 
what steps to take to assert and protect your rights. 
Also, contact your State Securities Commission or the 
nearest SEC Regional Office at any of the following 
locations: Manhattan, New York; Boston; Atlanta; 
Chicago; Fort Worth; Denver; Los Angeles; Seattle; 
and Arlington, Virginia. Although the SEC cannot in- 
tervene on your behalf or provide legal representation 
to obtain redress of your individual rights, your com- 
plaint to the SEC may prevent others from being de- 
frauded. 


INVESTIGATE BEFORE YOU INVEST. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11993/January 8, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CHICAGO BOARD OPTIONS EXCHANGE, INC. 


(File No. SR-CBOE-75-8) 


The Chicago Board Options Exchange, Inc. submitted 
on December 23, 1975, a proposed rule change under 
Rule 19b-4 to increase certain of its charges and fees and 
establish certain additional charges and fees applicable 
to the exchange’s membership and for the use of the 
exchange’s facilities. 
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The foregoing rule change has become effective, pursuant 
to Section 19(b)(3)(A)(ii) of the Securities Exchange 
Act of 1934. At any time within sixty days of the filing 
of such proposed rule change, the Commission may sum- 
marily abrogate such rule change if it appears to the Com- 
mission that such action is necessary or appropriate in 
the public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the Securities 
Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of January 12, 
1976. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 30 days from the date of the publication in the 
Federal Register. Persons desiring to make written sub- 
mission should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D. C. 20549. 
Reference should be made to File No. SR-CBOE-75-8. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 1100 L 
Street, N. W., Washington, D. C. Copies of the filing 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11994/January 8, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE PACIFIC CLEARING CORPORATION 


(File No. SR-PCC-75-1) 


The Pacific Clearing Corporation submitted on December 
24, 1975, a proposed rule change under Rule 19b-4 to 
establish a participants fund. 


Publication of the submission is expected to be made 
in the Federal Register during the week of January 12, 
1976. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within three weeks from the 
date of publication in the Federal Register. Persons de- 
siring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. Reference should be 
made to File No. SR-PCC-75-1. 
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Copies of the submission and of all written comments will 
be available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 

N. W., Washington, D. C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11995/January 8, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE PACIFIC SECURITIES DEPOSITORY TRUST 
COMPANY 


(File No. SR-PSD-75-1) 


The Pacific Securities Depository Trust Company sub- 
mitted on December 24, 1975, a proposed rule change 
under Rule 19b-4 to establish a participants fund. 


Publication of the submission is expected to be made in 
the Federal Register during the week of January 12, 
1976. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and argu- 
ments concerning the submission within three weeks 
from the date of publication in the Federal Register. 
Persons desiring to make written submissions should 
file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Refer- 
ence should be made to File No. SR-PSD-75-1. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N. W., Washington, D. C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11996/January 8, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 


BY THE PACIFIC CLEARING CORPORATION 
(File No. SR-PCC-75-2) 


The Pacific Clearing Corporation submitted on December 
23, 1975, a proposed rule change under Rule 19b-4 to 
amend its non-exchange clearing participants application 
and agreement. 


Publication of the submission is expected to be made 

in the Federal Register during the week of January 12, 
1976. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within three weeks from the 
date of publication in the Federal Register. Persons de- 
siring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made 

to File No. SR-PCC-75-2. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 1100 L 
Street, N. W., Washington, D. C. Copies of the filing 

will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11997/January 8, 1976 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act’’) the temporary suspen- 
sion of exchange and over the counter trading for the 
single ten day period commencing at midnight (EST) 
on January 9, 1976 and terminating at midnight 

(EST) on January 19, 1976, of the securities of Con- 
rac Corporation, a New York corporation with prin- 
cipal executive offices located at 330 Madison Avenue, 
New York, New York 10017. 


The Commission initiated the suspensions of trading in 
the securities of Conrac Corporation because of con- 
tinuing questions which have arisen concerning the 
trading activity in the securities fo Conrac Corpora- 
tion. 


The Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should consider 
carefully the foregoing information along with all 
other currently available information and any informa- 
tion subsequently issued by the company. 
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Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c3-11 under the Exchange Act, 
at the termination of the suspension, no quotation may 
be entered unless and until they have strictly complied 
with all of the provisions of said rule. If any broker or 
dealer has any questions as to whether or not he has 
complied with said rule, he should not enter any quota- 
tion but immediately contact the staff of the Securities 
and Exchange Commission, Division of Enforcement in 
Washington, D. C. If any broker or dealer is uncertain as 
to what is required by Rule 15c2-11, he should refrain 
from entering quotations relating to the securities in 
question until such time as he has familiarized himself 
with said rule and is certain that all of its provisions 
have been met. If any broker or dealer enters any quo- 
tation which is in violation of said rule, the Commission 
will consider the need for prompt enforcement action. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19326/January 2, 1976 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
2101 Spy Run Avenue 
Fort Wayne, Indiana 46801 


(70-5780) 
NOTICE OF PROPOSED SALE OF UTILITY ASSETS 


NOTICE IS HEREBY GIVEN that Indiana & Michigan 
Electric Company (“1&M”’), an electric utility subsidiary 
company of American Electric Power Company, Inc. 
(“AEP”), a registered holding company, has filed a de- 
claration with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (“Act’’), desig- 
nating Section 12(d) of the Act and Rule 44 promul- 
gated thereunder as applicable to the proposed trans- 
action. All interested persons are referred to the declar- 
ation, which is summarized below, for a complete state- 
ment of the proposed transaction. 


1&M proposes to sell to Miles Laboratories, Inc. 
(“Miles”), which is not affiliated with either |1&M or 
AEP, certain transformers and related equipment and 
facilities located in place on Miles’ property in Elk- 
hart, Indiana. These facilities were constructed by [&M 
for the sole purpose of serving Miles. Miles desires to 
purchase these facilities in order to take advantage of 

a lower rate schedule for an anticipated increase in 
electric consumption. 


The sale involves two 12/16/20MVA transformers, 
switching equipment, two bay steel structures, and 
related equipment and facilities. The selling price, which 
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is based on the depreciated replacement cost, will be 
$271,153. The original installed cost of these facilities 
was $238,680, and the original cost less book depreci- 
ation is $227,597. 


The fees and expenses to be incurred by |!&M or AEP 
in connection with the proposed transaction are esti- 
mated at $2,300. It is stated that no state commission 
and no federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than January 27, 1976, request 
in writing that a hearing be held on such matter, stat- 
ing the nature of his interest, the reasons for such re- 
quest, and the issues of fact or law raised by said de- 
claration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D. C. 20549. A copy of such 
request should be served personally or by mail (air 
mail if the person being served is located more than 
500 miles from the point of mailing) upon the declar- 
ant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney at law, by cer- 
tificate) should be filed with the request. At any time 
after said date, the declaration, as filed or as it may be 
amended, may be permitted to become effective as 
provided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19327/January 2, 1976 


In the Matter of 


ALLEGHENY PITTSBURGH COAL COMPANY 
Greensburg, Pennsylvania 15601 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 26554 


THE POTOMAC EDISON COMPANY 
Hagerstown, Maryland 21740 


WEST PENN POWER COMPANY 
Greensburg, Pennsylvania 15601 











(70-5519) 


ORDER AUTHORIZING USE OF OPEN ACCOUNT 
ADVANCE FOR INSTALLMENT PAYMENT ON 
PURCHASE OF COAL MINE 


The Potomac Edison Company (‘‘PE’’), Monongahela 
Power Company (““Monongahela’’) and West Penn 
Power Company (‘West Penn”), electric utility subsi- 
diary companies of Allegheny Power System Inc., a 
registered holding company, and Allegheny Pitts- 
burgh Coal Company (“AP Coal”’), a jointly-owned 
subsidiary of West Penn, Monongahela and PE, have 
filed post-effective amendments to their application- 
declaration previously filed with this Commission 
pursuant to Sections 6, 7, 9(a), 10 and 12(b) and (f) 
of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 43(a) promulgated thereunder re- 
garding the following proposed transactions. 


By order dated October 2, 1974 (HCAR No. 18593, 
5 SEC Docket 226), issued in this proceeding, appli- 
cants-declarants were authorized to enter into a 
series of transactions including the purchase of AP 
Coal of a coal mine (“Cowen mine”). West Penn, 

PE and Monongahela were authorized to make open 
account advances in a total aggregate amount of up 
to $14,000,000 (in proportion to their respective 
ownership of AP Coal) to finance the down payment 
for the Cowen mine and for certain other purpose. 
Jurisdiction was reserved in the order of October 2, 
1974, with respect to the permanent financing of 
AP Coal and the price to be charged by AP Coal 

for coal sales to system companies. 


By post-effective amendments filed in this proceeding, 
itis stated that the terms of payment for the Cowen 
mine have been changed from forty quarterly install- 
ments to 10 equal annual installments. It is also 
proposed that up to $2,800,000 of the $14,000,000 
previously authorized to be advanced to AP Coal be 
utiltized to pay the initial annual installment due to 
the sellers on January 2, 1976, in an amount of up to 
$2,500,000 and to pay real estate taxes, licensing 

fees and expenses in connection with obtaining per- 
mits and related transactions. 


The West Virginia Public Service Commission has 
authorized the proposed advances to be used for the 
installment payment and no other state commission 
and no federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transaction. 
No fees and expenses beyond those previously 
authorized are expected to be incurred in connec- 
tion with the proposed transaction. 


On the basis of the facts in the record, as amended 

by said post-effective amendments, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application-declaration, as further amended 
by said post-effective amendments, be granted and 
permitted to become effective, subject to the reserva- 


tion of jurisdiction previously ordered in this proceed- 
ing. 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as further amended by said post-effective 
amendments, be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act and subject further to the reservation of jurisdiction 
over the permanent financing of AP Coal and pricing of 
Coal previously ordered in this proceeding. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19328/January 5, 1976 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


(70-5768) 


ORDER APPROVING PROPOSED ISSUE AND SALE 
OF COMMON STOCK AT COMPETITIVE BIDDING 


Middle South Utilities, Inc. (“Middle South’’), a registered 
holding company, has filed an application-declaration and 
amendments thereto with this Commission pursuant to 
Sections 6(a) and 7 of the Public Utility Holding Company 
Act of 1935 (“Act’’), and Rule 50 promulgated thereunder 
as applicable to the proposed transaction. 


Middle South proposes to issue and sell at competitive 
bidding up to 7,500,000 authorized but unissued shares 
of its common stock, $5 par value. The net proceeds to 
be derived from the sale of the common stock are esti- 
mated at $100,000,000 and will be applied to a reduction 
in the amount of bank loans made to Middle South and 
outstanding at that time, presentiy estimated to be 
$175,000,000 at the time of the sale. 


The fees and expenses to be incurred in connection with 
this transaction are estimated at $300,000, including 
legal fees of $50,000 and accounting fees of $28,000. 
The fee of counsel for the purchasers of the stock is 
estimated at $30,000 and will be paid by the successful 
bidders. It is stated that no State commission and no 
Federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (HCAR No. 19263), and no 
hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
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found that the applicable standards of the Act and the 
rules thereunder are satisified and that no adverse find- 
ings are necessary; and that it is appropriate in the pub- 
lic interest and in the interest of investors and consum- 
ers that said application-declaration, as amended, be 
granted and permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19329/January 5, 1976 


See Securities Act of 1933 Release No. 5665/January 5 
1976. 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19330/January 6, 1976 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


CNG PRODUCING COMPANY 

CONSOLIDATED GAS SUPPLY CORPORATION 
THE EAST OHIO GAS COMPANY 

THE PEOPLES NATURAL GAS COMPANY 
WEST OHIO GAS COMPANY 


(70-5776) 


ORDER APPROVING OPEN ACCOUNT ADVANCES 
TO SUBSIDIARY COMPANIES BY PARENT COM- 
PANY IN CONNECTION WITH INTRASYSTEM 
PREPAYMENT OF PROMISSORY NOTES AND 
RELATED TRANSACTIONS 


Consolidated Natural Gas Company (“Consolidated”), a 
registered holding company, and its subsidiary com- 
panies, CNG Producing Company (“CNG Producing”), 
Consolidated Gas Supply Corporation (“Gas Supply”), 
The East Ohio Gas Company (“East Ohio”’), The 
Peoples Natural Gas Company (‘‘Peoples”’), and West 
Ohio Gas Company (‘West Ohio’’), have filed an ap- 
plication-declaration and an amendment thereto with 
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this Commission pursuant to Sections 6, 7, 9(a), 10, 
and 12(b) of the Public Utility Holding Company Act 
of 1935 (“Act’’) and Rules 42(b)(2), 45 and 50(a)(3) 
promulgated thereunder as applicable to the proposed 
transactions. 


It is stated that Consolidated’s distribution subsidiaries 
seasonally accumulate cash over and above current re- 
quirements because of their large winter heating busi- 
ness. Other subsidiaries, presently engaged in develop- 
ing gas supply, have little or no operating cash flow 
and regularly require capital financing from Consoli- 
dated. Therefore, Consolidated may be making short- 
term borrowings when distribution subsidiaries are 
making temporary money market investments outside 
the Consolidated System. It is stated that it would be 
advantageous to alleviate this situation, and the present 
filing is designed to establish financing procedures that 
optimize the internal utilization of excess cash funds 
accumulated within the System. 


It is proposed that the following subsidiaries make 
temporary prepayments on long-term notes held by 
Consolidated from excess cash funds, from time to 
time prior to December 31, 1976, not exceeding at any 
time the aggregate amounts set forth below: 





CNG Producing $10,000,000 
Gas Supply 25,000,000 
East Ohio 35,000,000 
Peoples 15,000,000 
West Ohio 3,500,000 

$88,500,000 


Consolidated estimates that the aggregate prepayment 
of $88,500,000 is the maximum that can be utilized 
for the temporary financing of other subsidiaries in the 
System during 1976. 


The long-term notes temporarily prepaid by an individuai 
subsidiary will be those bearing the highest interest rate 
outstanding at the time of each prepayment. Interest on 
such notes will cease upon prepayment and start again 
upon reinstatement of the notes. 


As funds are thereafter required by such subsidiary for 
corporate purposes, including construction, it is pro- 
posed that advances be made on open account to the 
subsidiary by Consolidated in an aggregate amount not 
to exceed the amount of long-term notes previously pre- 
paid, less any current maturities applicable to notes 
which have matured subsequent to the prepayment 
dates. The open account advances will bear interest at 
the same rate or rates as borne by the equivalent prin- 
cipal amounts of the notes previously prepaid by such 
subsidiary during 1976, but in reverse order to that of 
the prepayments, i.e., from the lowest rate on the 
notes previously prepaid to the highest rate. Interest 
on the open account advances will commence on the 
date of the advance and will become due on June 30, 
1976, and December 31, 1976, and/or on the date 
such advances are repaid by the reinstatement of the 
prepaid notes. 
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It is proposed that open account advances to a subsidiary 
be increased or decreased from time to time in accordance 
with variations in the cash flow of the subsidiary. However, 
at no time will the advances outstanding be in excess of 
the notes prepaid. At such time as the open account ad- 
vances equal the aggregate amount of the prepaid notes, 
or in any event not later than December 31, 1976, the 
notes prepaid by a subsidiary will be reinstated in repay- 
ment of the related outstanding open account advances 
made to the subsidiary by Consolidated. However, if the 
aggregate of the notes prepaid exceeds such advances at 
the end of 1976, Consolidated proposes to make cash 
repayment of the difference in order to effect reinstate- 
ment of the proposed notes in full. No financing of any 
subsidiary which may be presently or subsequently 
authorized by this Commission in connection with the 
construction or gas storage programs of any such sub- 
sidiary will be consummated until such time as ad- 

vances have been made in amount equal to the amount 

of notes prepaid. 


It is stated that the proposed transactions will be bene- 
ficial to the System because they will: (1) permit sub- 
sidiary companies with excess cash to prepay tempor- 
arily long-term notes held by Consolidated, with a re- 
sulting reduction in their interest expense; (2) make 
available to Consolidated a temporary cash source for 
the financing of other companies within the System; 
and (3) permit Consolidated, which obtains all external 
financing required by the System, to consequently de- 
fer or prepay short-term financing such as inventory 
loans with banks and commercial paper borrowings 

for working capital. 


It is stated that the Public Service Commission of West 
Virginia has approved the prepayment and reactivation 
of the long-term notes and the short-term borrowings 
proposed by Supply Corporation and that no other State 
commission and no Federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 
actions. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19292), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
itis hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors 
and consumers that said application-declaration, as 
amended, be granted and permitted to become effec- 
tive: 


IT |S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that the time for 
filing the certification thereunder with respect to the 
Proposed transactions is extended so as to allow filing 
on a quarterly basis. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19331/January 6, 1976 


In the Matter of 


GULF POWER COMPANY 
Pensacola, Florida 


(70-5783) 


NOTICE OF PROPOSED AGREEMENT WITH COUNTY 
FOR CONSTRUCTION OF POLLUTION CONTROL 
EQUIPMENT FINANCED BY SALE OF REVENUE 
BONDS; SALE TO COUNTIES OF EXISTING POLLU- 
TION CONTROL FACILITIES 


NOTICE 1S HEREBY GIVEN that Gulf Power Company 
(“Gulf’’), an electric utility subsidiary company of The 
Southern Company, a registered holding company, has 
filed an application-declaration with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (““Act’’), designating Sections 6(b), 9(a), and 12(d) 
of the Act and Rules 44(b)(3) and 50(a)(5) promulgated 
thereunder as applicable to the proposed transactions. 
All interested persons are referred to said application- 
declaration, which is summarized below, for a complete 
statement of the proposed transactions. 


Gulf owns an electric generating plant located in Es- 
cambia County, Florida (‘“County’’). In order to comply 
with environmental control standards with respect to 

air and water quality, Gulf has and will undertake to con- 
struct certain facilities (‘Project’’) at this plant solely 

for this purpose. The total cost of the Project is presently 
estimated not to exceed $18 million. 


To finance the Project, Gulf proposes to enter into an 
Installment Sales Agreement (“Agreement”) with the 
County which will provide for the acquisition, construc- 
tion and equipping of the Project by the County, and 
the issuance by the County, pursuant to an indenture 
(“Indenture”) to be entered into between the County 
and an indenture trustee (““Trustee’’), of its pollution 
control revenue bonds (‘Pollution Bonds”), in an amount 
not to exceed $18 million. The proceeds of the sale of 
Pollution Bonds will be deposited by the County with 
the Trustee and will be applied to the payment of the 
cost of construction (as defined in the Agreement) of 
the Project. 


It is further proposed, and the Agreement provides, 
that the Project will be sold to Gulf, the purchase price 
to be paid in semi-annual installments over a term of 
years. The purchase price shal! be in an amount suffi- 
cient to pay the principal and interest on the Pollution 
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Bonds as such amounts become due and payable. Gulf 
may prepay the purchase price (a) in whole or in part, 
at Gulf‘s option, at any time on or after ten years from 
the date of issuance of the Pollution Bonds, subject to 
payment of a premium equal initially to 3% of the prin- 
cipal amount and declining thereafter by 1/2 of 1% 

per year, and (b) in whole, at Gulf’s option in certain 
other specified instances, without premium. 


In order to obtain the benefit of a rating for the Pollu- 
tion Bonds equivalent to the rating enjoyed by the first 
mortgage bonds outstanding under Gulf’s bond inden- 
ture (‘‘Mortgage’”’), Gulf proposes to issue a series of 
such first mortgage bonds (‘‘Collateral Bonds’) under 
the Mortgage, pursuant to a supplemental indenture 
(“Supplemental Mortgage”). The Collateral Bonds, to 
be issued in a principal amount equal to the principal 
amount of the Pollution Bonds, will be deposited with 
the Trustee as security for Gulf’s obligations under 
the Agreement. The Collateral Bonds will have a 
stated interest rate equal to the interest rate per an- 
num to be borne by the Pollution Bonds, will mature 
on the maturity date of such Pollution Bonds, and 
will be non-transferable. The Supplemental Mortgage 
will provide, however, that until the Trustee shall 

have demanded mandatory redemption of the Colla- 
teral Bonds, no interest in respect of the Collateral 
Bonds shall be payable; and that upon acceleration 

of Pollution Bonds then outstanding by the Trustee, 
he may demand the mandatory redemption of the 
Collateral Bonds at a price equal to the principal 
amount thereof plus accrued interest, if any, to the 
date fixed for redemption. 


The Indenture will provide that, upon deposit of funds 
with or direction to the Trustee by Gulf to apply avail- 
able funds, or upon delivery of outstanding Pollution 
Bonds sufficient to pay or redeem all or any part of the 
Pollution Bonds, the Trustee will be obligated to de- 
liver to Gulf Collateral Bonds in an aggregate princi- 
pal amount equal to that amount of Pollution Bonds 
for the payment or redemption of which such funds 
have been deposited or applied or which shall have 
been so delivered. 


It is stated that the Pollution Bonds are expected to be 
marketed pursuant to an arrangement between the 
County and a group of underwriters represented by an 
underwriter whose name will be supplied by amend- 
ment. In accordance with the laws of the State of 
Florida, the interest rate thereon will be fixed by the 
County, and the terms and sale of the Pollution Bonds 
must be satisfactory to Gulf, although Gulf will not be 
a party to the underwriting arrangement. The terms 

of the Pllution Bonds contain sinking fund provisions, 
which, in the aggregate, will retire at least twenty-five 
percent of the original issue by its final maturity date. 
Gulf further states that it is expected that the interest 
payable on the Pollution Bonds will be exempt, by 
ruling of the Internal Revenue Service, from federal 
income taxation. It is not possible to ascertain in ad- 
vance precisely the interest rate which may be obtain- 
ed in connection with the issuance of the Pollution 
Bonds, but Gulf is advised that tax-exempt bonds of 
like quality and tenor have historically carried an annual 
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interest rate approximately one and one-half to two 
and one-half percent lower than comparable taxable 
long-term corporate bonds. 


In order to comply with provisions of Florida law 
authorizing the County to issue its revenue bonds for 
the purposes heretofore described, Gulf will be ob- 
ligated to convey to the County such existing pollution 
control facilities as are now ownéd by Gulf, subject to 
the Mortgage. The Agreements provide that Gulf will 
receive, out of the proceeds of the Pollution Bonds, an 
amount equal to Gulf’s original cost for such existing 
facilities, which, upon conveyance to the County, will 
become a part of the Project which Gulf proposes to 
purchase as provided in the Agreement. 


For financial and accounting reporting purposes, the 
indebtedness of Gulf under the Collateral Bonds will 
be capitalized. A statement of the fees, commissions 
and expenses paid or incurred, or to be paid or incur- 
red, in connection with the proposed transaction will 
be supplied by amendment. It is stated that the Florida 
Public Service Commission has jurisdiction over, and 
will have expressly authorized, the issuance of Gulf’s 
Collateral Bonds and the assumption by Gulf of its 
obligations under the Agreement. Gulf submits that the 
issuance and delivery of its Collateral Bonds to the 
County should be exempted from the competitive 
bidding requirements of Rule 50 by reason of clause 
(a)(5) thereof inasmuch as they are to be issued and 
delivered solely to secure Gulf’s obligations to the 
County and no public offering by Gulf is to be made. 
No other State commission and no Federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than January 30, 1976, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application- 
declaration which he desires to controvert, or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D. C. 20549. A copy of such request 
should be served personally or by mail (air mail if the 
person being served is located more than 500 miles 
from the point of mailing) upon the applicant-declar- 
ant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney at law, by cer- 
tificate) should be filed with the request. At any time 
after said date, the application-declaration may be 
granted and permitted to become effective as pro- 
vided in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Corporate -Regu- 
lation, pursuant to delegated authority. 








George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19332/January 7, 1976 


In the Matter of 


SOUTHWESTERN ELECTRIC POWER COMPANY 
P.O. Box 1106 
Shreveport, Louisiana 71156 


CENTRAL AND SOUTH WEST CORPORATION 
P.O. Box 1631 
Wilmington, Delaware 19899 


(70-5786) 


NOTICE OF PROPOSED CAPITAL CONTRIBUTION 
BY HOLDING COMPANY TO SUBSIDIARY 


NOTICE IS HEREBY GIVEN that Central and South 
West Corporation (““CSW”’), a registered holding com- 
pany, and Southwestern Electric Power Company 
(“SWEPCO”), one of CSW’s electric utility subsidiary 
companies, have filed an application-declaration with 
this Commission pursuant to the Public Utility Hold- 
ing Company Act of 1935 (“Act”) designating Sec- 
tions 6, 7, 9, 10 and 12(f) of the Act and Rule 43 
promulgated thereunder as applicable to the proposed 
transactions. All interested persons are referred to the 
application-declaration, which is stuummarized below, 
for acomplete statement of the proposed transaction. 


CSW proposes to make a $20,000,000 capital contri- 
bution to SWEPCO. The capital contribution will be 
added to SWEPCO’s common stock capital account and 
will be used together with other funds for SWEPCO’s 
1976 construction and fuel exploration and develop- 
ment expenditures. SWEPCO states that it expects to 


spend approximately the following amounts for construc- 


tion of plant and for fuel exploration and development 
in 1976: 





Generation $63,799,000 
Transmission 19,409,000 
Distribution and 
other plant 12,760,000 
Fuel exploration 
and development 6,277,000 
Total $102,245,000 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than February 2, 1976, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application- 
declaration which he desires to controvert; or he may 


request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D. C. 20549. A copy of such 
request should be served personally or by mail (airmail 
if the person being served is located more than 500 miles 
from the point of mailing) upon the applicants-declarants 
at the above-stated addresses, and proof of service (by af- 
fidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the application-declaration, as filed or as it may be 
amended, may be granted and permitted to become ef- 
fective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Com- 
mission may grant exemption from such rules as pro- 
vided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request 
a hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commissior., by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19333/January 7, 1976 


In the Matter of 


ALABAMA POWER COMPANY = 
Birmingham, Alabama 


GULF POWER COMPANY 
Pensacola, Florida 


GEORGIA POWER COMPANY 
Atlanta, Georgia 


MISSISSIPPI POWER COMPANY 
Gulfport, Mississippi 


(70-5772) 


ORDER APPROVING PROPOSAL TO. ISSUE FIRST 
MORTGAGE BONDS FOR SINKING FUND PUR- 
POSES; RESERVATION OF JURISDICTION OVER 
ISSUANCE OF BONDS BY SUBSIDIARY COMPANY 


Alabama Power Company (‘Alabama’), Gulf Power 
Company (‘’Gulf’’), Georgia Power Company (“‘Georgia’’), 
and Mississippi Power Company (“’Mississippi’’), all of 
which are public-utility subsidiaries of The Southern 
Company, a registered holding company, have filed a 
declaration with this Commission pursuant to Sections 
6(a) and 7 of the Public Utitity Holding Compamy Act 
of 1935 (“Act”) and,Rule 50(a)(5) promulgated there- 
under as applicable to the following proposed trans- 
actions. 
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Alabama, Georgia, Gulf and Mississippi propose to issue 
their respective First Mortgage Bonds (“Sinking Fund 
Bonds”) and to surrender such Sinking Fund Bonds to 
the trustees under their respective Indentures for the 
purpose of satisfying the sinking fund (improvement 
fund, in the case of Alabama) requirements thereunder 
for 1976. The amounts and series of Sinking Fund 
Bonds propo’ -d to be issued as follows: 





Name of Company Amount Series 
Alabama $12,484,000 3%% Series 
due 1985 
Georgia 18,874,000 2-7/8% Series 
due 1980 
Gulf 1,873,000 3%% Series 
due 1984 
Mississippi 1,988,000 2-3/4% 
Series 
due 1980 


The Sinking Fund Bonds are to be issued on the basis 
of unfunded net property additions, thus making avail- 
able for construction purposes cash which would 
otherwise be needed to satisfy the sinking fund requiit 
ments or to purchase bonds to be used for such pur- 
pose. It is stated that the delivery of the Sinking Fund 
Bonds is exempt from the competitive bidding require- 
ments of Rule 50 by reason of clause (a){5) thereof in- 
asmuch as such Bonds will not constitute obligations 
of the companies for the payment of money. 


The Alabama Public Service Commission and the Flor- 
ida Public Service Commission have approved issuance 
of the Sinking Fund Bonds by Alabama and Gulf, re- 
spectively. The Georgia Public Service Commission 
has jurisdiction over the issuance of the Sinking Fund 
Bonds by Georgia. No other State commissions and 
no Federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19288), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied with respect 
to the issuance of bonds by Alabama, Florida and 
Mississippi and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the ‘nterest of investors and consumers that said 
application-declaration, as amended, be granted and 
permitted to become effective with respect to this 
issuance of bonds by Alabama, Florida and Mississippi: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith with 
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respect to the issuance of bonds by Alabama, Florida 
and Mississippi, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved over the issuance of the Sinking Fund 
Bonds by Georgia. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19334/January 8, 1976 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


(70-5448) 


NOTICE OF PROPOSED AMENDMENT TO TERMS OF 
AUTHORIZATION FOR SALE AND LEASEBACK OF 
NUCLEAR FUEL AND RELATED FACILITIES 


NOTICE tS HEREBY GIVEN that Arkansas Power & 
Light Company (“AP&L”), an electric utility subsidiary 
of Middle South Utilities, Inc., a registered holding com- 
pany, has filed a post-effective amendment to its pre- 
viously amended application with this Commission pur- 
suant to the Public Utility Holding Company Act of: 
1935 (‘“Act’’), designating Sections 9(a) and 10 of the 
Act as applicable thereto. All interested persons are 
referred to the post-effective amendment, which is 
summarized below, for a complete statement of the 
proposed amendment. 


By order dated June 3, 1974 (HCAR No. 18442), the 
Commission authorized AP&L to enter into a sale and 
leaseback arrangement (“Lease”) with Southwest Fuel 
Company (“Lessor’’), a wholly-owned subsidiary of 
Broad Street Contract Services, Inc. (““BSC’’), with 
respect to nuclear fuel and related facilities to be in- 
stalled and used in AP&L’s Unit No. 1 of a new nuclear 
generating plant near Russellville, Arkansas. The Com- 
mission also denied a request for hearing filed jointly 
on behalf of eight wholesale customers of AP&L. 


Under the terms of the Lease, the amount of quarterly 
lease payaments by AP&L are measured by, among 
other things, the costs incurred by the Lessor in con- 
nection with its acquisition of the nucelar fuel assem- 
bly. Lessor is financing the acquisition by issuing com- 
mercial paper under the terms of a credit agreement 
(“Credit Agreement”) with Pacific National Bank 
(“Bank”). The commercial paper is supported by letters 
of credit issued by the Bank. One of Lessor’s costs under 
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the Credit Agreement is for fees paid to the Bank in 
consideration for the Bank’s letters of credit. These fees, 
as authorized, were .6% per annum of the average prin- 
cipal amount of the Bank’s obligations thereunder. As 
a result of increases in the fees charged by the Bank for 
similar commercial paper loans, the Fuel Company and 
the Bank have now amended the terms of the Credit 
Agreement to provide for the payment to the Bank of 
a quarterly fee of 1.10% per annum on the average 
principal amount of the obligations of the Bank under 
the Letters of Credit. 


AP&L states that its costs under the Lease, as increased 
as a result of the amendment to the Credit Agreement 
between Lessor and the Bank, continue to be substan- 
tially less than if the nuclear fuel assembly were owned 
by AP&L or if its acquisition were financed by Lessor 


under the terms of any other available loan arrangement. 


In support thereof, it submits the following computa- 
tion comparing the effective costs under the Lease, as 
authorized, with the effective costs reflected by the 
proposed amendment to the Credit Agreement: 


AP&L Com- Revised 





putation in AP&L Com- 
Order putation 
Commercial paper 
rate 9.000% 6.250% 
Dealers’ discount (included) (included) 
Bank fee .600 1.100 
BSC administrative 
fee .125 -125 
Amortization of 
initial costs .098 .098 
Depository and 
other recurring 
costs oore- oooe- 
Total 9.823% 7.573% 
Effective costs 
after all allow- 
ances for Federal 
and State taxes 4.80% 3.70% 


It is stated that no new fees or expenses have been 
incurred in connection with the proposed transac- 
tion. It is further stated that no Federal or State 
commission, other than this Commission, has jur- 
isdiction over the proposed amendment to the 
Lease and Credit Agreement. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 2, 1976, re- 
quest in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by said post-effective amendment which he desires 
to controvert; or he may request he be notified if 


the Commission should order a hearing thereon. Any 

such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D. C. 20549. 

A copy of such request should be served personally or 

by mail (aif mail if the person being served is located more 
than 500 miles from the point of mailing) upon the appli- 
cant at the above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the post-effective amendment may be granted as 
provided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commission 

may grant exemption from such rules as provided in 

Rules 20(a) and 100 thereof or take such other action 

as it may deem appropriate. Persons who request a hear- 
ing or advice as to whether a hearing is ordered will receive 
any notices and orders issued in this proceeding, includ- 
ing the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19335/January 8, 1976 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


(70-5790) 


NOTICE OF PROPOSED SALE AND LEASEBACK 
OF NUCLEAR FUEL AND RELATED FACILITIES 


NOTICE IS HEREBY GIVEN that Arkansas Power & 
Light Company (“AP&L”), an electric utility subsidiary 
company of Middle South Utilities, Inc., a registered 
holding company, has filed an application with this Com- 
mission pursuant to the Public Utility Holding Company 
Act of 1935 (““Act’’), designating Sections 9(a) and 10 
as applicable to the following proposed transactions. All 
interested persons are referred to the application, which 
is summarized below, for a complete statment of the 
proposed transactions. 


As more fully described below, AP&L proposes to enter 
into arrangements with Razorback Nuclear Properties, 
Inc. (“Fuel Company”), whereby AP&L would sell its 
interest in certain partially fabricated nuclear fuel to the 
Fuel Company, which in turn would complete assembly 
and lease the nuclear fuel and incidental facilities (‘’Nu- 
clear Fuel”) to AP&L. The Nuclear Fuel will be used by 
AP&L to satisfy the fuel requirements for Unit No. 2 

of Arkansas Nuclear Two (“Unit No. 2”), located near 
Russellville, Arkansas. 
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The Fuel Company, incorporated in the State of Dela- 


ware, is a wholly-owned subsidiary of Lehman Leas- 
ing, Inc. (“Lehman Leasing’), a New York corpora- 
tion engaged with its other subsidiaries in a general 
leasing business. Lehman Leasing is owned by Leh- 
man Brothers Incorporated, an investment banking 
firm. 


AP&L currently has contracts for the supply of the 
Nuclear Fuel cores to be used in Unit No. 2. It is 
expected that fabrication of the initial core will be 
completed in 1977 and that the loading of the initial 
core in the reactor will commence in 1977. At such 
time as this Commission may authorize the transac- 
tions proposed herein, AP&L will sell to the Fuel 
Company, at cost, its interest in the supply of Nu- 
clear Fuel as fabricated to such date and simultan- 
eously will enter into a lease for such Nuclear Fuel 
as fabricated to such date and simultaneously will 
enter into a lease for such Nuclear Fuel (‘Lease’) 
with the Fuel Company. As of November 30, 1975, 
AP&L states its book cost for the Nuclear Fuel 
(including applicable allowance for funds used dur- 
ing construction) was $7,223,141. 


Under the Lease, the Fuel Company will undertake 
financial responsibility for the consummation of 
AP&L’s contracts for the Nuclear Fuel, as well as 
providing for future supplies of Nuclear Fuel for 
Unit No. 2. The maximum commitment of the 
Fuel Company to make payments for Nuclear Fuel 
is $49,000,000 at any one time outstanding. 


Under the Lease, AP&L will be responsible for 
operating, maintaining, repairing, replacing and 
insuring the Nuclear Fuel and for paying all 

taxes and costs arising out of the ownership, pos- 
session or use thereof. The initial term of the 

Lease will be through June 30, 1980. On June 30, 
1977 and on each succeeding June 30 of a year end- 
ing with an odd number, the three year remainder 
of the term will automatically be extended for two 
years, unless either party gives prior written no- 
tice of termination, up to June 30, 2018. 


Lease payments will be payable quarterly and will 
commence with the term of the Lease. These pay- 
ments will include: (a) a “Quarterly Lease Charge,” 
which will represent an administrative charge of 

1/8 of 1% per annum of the “Stipulated Loss 
Value,” as defined in the Lease, payable by the 

Fuel Company, and other allocated operational 

costs of the Fuel Company; (b) a “Burn-up 

Charge” equal to the cost of the Nuclear Fuel 
consumed while the Nuclear Fuel is in the reactor 
and producing heat. Prior to the commercial oper- 
ation of Unit No. 2, or when the Nuclear Fuel is 

not in the reactor and producing heat, AP&L may 
elect to capitalize Quarterly Lease Charges or daily 
portions thereof so long as the amount of credit 

still available to the Fuel Company under a “Credit 
Agreement” (referred to below) exceeds the sum 

of the Stipulated Loss Value of the Nuclear Fuel, the 
amount of such Charges and $1,000,000. AP&L may 
consequently, subject to the foregoing limitation, 
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defer rental payments until those times during com- 
mercial operation when the Nuclear Fuel is in the 
reactor and producing heat in the production of elec- 
tric energy. 


It is provided that AP&L may terminate the Lease 
at any time. The Fuel Company may terminate the 
Lease under specified circumstances. Upon the 
occurrence of any event of termination (‘‘Event of 
Termination”), as defined in the Lease, title to the 
Nuclear Fuel shall automatically be transferred to 
AP&L, which will thereafter be unconditionally ob- 
ligated to purchase the Nuclear Fuel at a price fixed 
by application of a formula. Upon consummation of 
such purchase, all obligations of AP&L under the 
Lease will terminate. 


It is further provided that the Fuel Company will 
receive alternative termination rights upon certain 
events of default (“Events of Default’’). Upon the 
occurrence of an Event of Default the Fuel Company 
may: (a) treat the Event of Default as an Event of 
Termination; and/or (b) it may terminate the Lease. 
If the Fuel Company terminates the Lease in either 
such manner, Arkansas’ interest in the Nuclear Fuel 
will terminate and the Fuel Company may, among 
other things, elect to take possession of the Nuclear 
Fuel and sell it. 


Under the terms of the Lease, the amount of the 
quarterly lease payments by AP&L will be measured 
by, among other things, the amount of costs incur- 
red by the Fuel Company in connection with its 
acquisition of the Nuclear Fuel. The Fuel Company 
has advised AP&L that it will finance its obligations 
under the Lease by entering into a $50,000,000 
credit agreement (“Credit Agreement”) with various 
commercial banks (“Banks’’), including Marine Mid- 
land Bank, which will act as agent for the Banks 
(“Agent’’). AP&L is to approve of the Fuel Com- 
pany’s entry into the Credit Agreement. 


Under the Credit Agreement, the Fuel Company 
would make revolving credit borrowings to be 
evidenced by the Fuel Company’s promissory 
notes (“Revolving Credit Notes”). The initial 
obligations to make revolving credit loans shall 
terminate on December 31, 1977; such obligations 
will be automatically extended for two years on 
June 30, 1977 and on each succeeding June 30 in 
a year ending in an odd number, unless either party 
has given prior notice to termination. In no event 
shall such obligations extend beyond June 30, 
2015. The Credit Agreement may be amended to 
allow for the issuance of commercial paper by the 
Fuel Company to be supported by irrevocable 
letters of credit of the Agent, for the account of 
the Banks. 


The Fuel Company will pay the Agent a fee for its 
services under the Credit Agreement which (i) for the 
period from the date of the Credit Agreement until 
June 30, 1977, shall be in the aggregate amount of 
$50,000, payable in equal quarterly installments, 
and (ii) for each period of two years after June 30, 











1977 during which the term for making revolving credit 
loans has been extended, shall be payble in eight 
quarterly installments, each in an amount equal to 

1/80 of 1% of the revolving credit commitments 
(“Commitments”), as defined in the Credit Agree- 
ment. The Fuel Company will also pay the Banks a 
commitment fee per annum equal to .50 of 1% of 

the principal amount of the unused portion of the 
Commitments of the Banks. 


Each Revolving Credit Note shall bear interest on 
the unpaid principal balance thereof at rates which 
are based upon the average of the total unpaid prin- 
cipal balance of all Revolving Credit Notes outstand- 
ing during each calendar quarter. Under this formu- 
la, the average unpaid balance, and the correspond- 
ing rate of interest, expressed as a percentage of the 
prime commercial loan rate of the Agent as in effect 
from time to time for short-term borrowings by 
large businesses will be: 


Percentage of unpaid Percentage of prime 








balance rate 

20% or less 103% 
20% - 40% 115% 
40% - 60% 120% 
60% - 80% 123% 
80% - 90% 124% 
90% - 100% 125% 


It is provided, however, that if notice of termination 
shall have been given on or prior to June 30, 1977, 
all Revolving Credit Notes will bear interest at a 

rate per annum equal to 130% of the prime rate. 


AP&L has been advised by the Fuel Company that the 
Agent will receive an assignment of the rents and cer- 
tain other obligations under the Lease as security 

for, among other things, the Banks’ loans under the 
Credit Agreement. AP&L proposes to agree in the 
Lease to acknowledge notice of the assignment by 

a separate instrument. The Fuel Company also has 
advised that the Agent will receive a security inter- 
est in the Nuclear Fuel and that Lehman Leasing 

will guarantee the payment of up to 15% of the 
obligations of the Fuel Company under the Credit 
Agreement. 


AP&L proposes to charge the rent under the Lease 
to fuel expense and to account for the transaction 
as a lease rather than a purchase. 


It is stated that the fees and expenses incident to 
the proposed transactions will aggregate $35,000, 
including legal fees of $30,000. AP&L states that 
no Federal or State commission, other than this 
Commission, has jurisdiction over the proposed 
transactions, except that the Nuclear Regulatory 


Commission has jurisdiction over the ownership, 
possession, storage and handling of the Nucelar 
Fuel. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 2, 1976, re- 
quest in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by said application which he desires to controvert; 
or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D. C. 
20549. A copy of such request should be served 
personally or by mail (air mail if the person being 
served is located more than 500 miles from the 
point of mailing) upon the applicant at the above- 
stated address, and proof of service (by affidavit 
or, in case of an attorney at law, by certificate) 
should be fiied with the request. At any time after 
said date, the application, as filed or as it may be 
amended, may be granted as provided in Rule 23 
of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action 

as it may deem appropriate. Persons who request 

a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders in this 
proceeding, including the date of the hearing (if 
ordered) and any posiponements thereof. 


For the Commission, by the Division of Corporate 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19336/January 8, 1976 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
1001 Broad Street 
Johnstown, Pennsylvania 15907 


(70-5764) 


NOTICE OF PROPOSED AMENDMENT TO ARTICLES 
OF INCORPORATION TO INCREASE AMOUNT OF 
AUTHORIZED PREFERRED STOCK, TO AUTHORIZE 
PREFERRED STOCK WITHOUT PAR VALUE, AND 
TO RECLASSIFY PRESENTLY OUTSTANDING PRE- 
FERRED STOCK; ORDER AUTHORIZING SOLICITA- 
TION OF PROXIES IN CONNECTION THEREWITH 
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NOTICE IS HEREBY GIVEN that Pennsylvania Elec- 
tric Company (“Penelec”), an electric utility sub- 
sidiary company of General Public Utilities Corpora- 
tion (“GPU”), a registered holding company, has 
filed a declaration and amendments thereto, with 
this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (““Act’’), designating 
Sections 6(a), 7 and 12(e) of the Act and Rules 62 
and 65 promulgated thereunder as applicable to the 
proposed transactions. All interested persons are 
referred to the declaration, as amended, which is 
summarized below, for a complete statement of the 
proposed transactions. 


Penelec proposes to amend its articles of incorpor- 
ation (“articles”) to (1) increase its authorized pre- 
ferred stock, presently consisting of 1,435,000 
shares, par value $100 per share, to 11,435,000 
shares without par value and with a maximum 
aggregate stated value of $250,000,000, and (2) 
reclassify each of its presently outstanding shares 
of preferred stock into shares without par value 
and with a stated value of $100.00 per share. It is 
stated that the proposed reclassification will not 
affect the dividend, liquidation, voting or other 
rights of the holders of outstanding shares of the 
preferred stock. The proposed amendment to the 
articles will provide that each share of the prefer- 
red stock will have such voting rights as is propor- 
tionate to the ratio of (i) the stated value of such 
share to (ii) the stated value of all shares of Pene- 
lec preferred stock then outstanding. It is further 
provided in the proposed amendment that the 
stated value of each share of the preferred stock 
will be equal to the capital furnished to Penelec 
for such share and will also be equal to such 
share’s preferential claim in the event of Pene- 
lec’s involuntary liquidation. 


Under the articles, as proposed to be amended, 
Penelec will propose a stated value of a new 
series of its preferred stock at the time Penelec 
proposes to issue and sell such a series. The 
stated value set for each series will be subject 
to approval by this Commission. Penelec 
understands that the Commission has not indi- 
cated its approval in this proceeding to the 
future issuance of additional preferred stock of 
any particular stated value. 


Penelec proposes to solicit proxies from its 
preferred and common stockholders to be 

used at a special meeting of preferred and 
common stockholders to be held on Feb- 

ruary 6, 1976, for the purpose of obtaining 
stockholder approval for the foregoing pro- 
posals through the use of proposed proxy soli- 
citing material. The proposed amendments to the 
articles require the favorable vote, as a class, of 
the holders of a majority of the total number 
of outstanding shares of Penelec’s preferred 
stock. The proposed amendments to the articles 
also require the favorable vote of the holder of 
Penelec’s common stock. GPU, the holder of 

all the outstanding Penelec common stock, 
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has advised Penelec that it intends to vote the outstand- 


ing common stock in favor of the proposed amend- 
ments. 


It is stated that the Pennsylvania Public Utility Com- 
mission has jurisdiction with respect to the proposed 
reclassification of the Penelec preferred stock and 
that no other state commission and no federal com- 
mission, other than this Commission, has jurisdiction 
over the proposed transactions. Fees and expenses 


to be incurred in connection with the proposed transac- 


tions are estimated at $37,500, including legal fees of 
$22,500. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 4, 1976, request 
in writing that a hearing be held on such matter, stat- 
ing the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
declaration, as amended, which he desires to contro- 
vert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D. C. 20549. 
A copy of such request should be served personally or 
by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upon 
the declarant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any 
time after said date, the declaration, as amended, or 
as it may be further amended, may be permitted to 
become effective as provided in Rule 23 of the Gen- 
eral Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof 
or take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices‘and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


It appearing that Penelec’s declaration, as amended, 
in so far as it relates to the proposed solicitation of 
proxies, should be permitted to become effective 
forthwith pursuant to Rule 62: 


IT IS ORDERED that the declaration, as amended, 
in so far as it relates to the proposed solicitation of 
proxies, be, and it hereby is, permitted to become 
effective forthwith, pursuant to Rule 62 and subject 
to the terms and conditions prescribed in Rule 24 
under the Act. 


For the Commission, by the Division of Corporate 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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| TRUST INDENTURE ACT OF 1939 
Release No. 425/January 5, 1976 


See Securities Act of 1933 Release No. 5665/January 5, 
1976. 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9109/January 2, 1976 


In the Matter of 


60 Broad Street 


THE BURNHAM FUND 
? New York, New York 10004 


(811-1912) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR- 
ING THAT APPLICANT HAS CEASED TO BE AN IN- 
VESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that the Burnham Fund 
(“Applicant’’), an open-end, diversified management 
investment company registered under the Investment 
Company Act of 1940 (‘Act’’), has filed on November 
25, 1975, an application pursuant to Section 8(f) of 
the Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company as 
defined in the Act. All interested persons are referred 
to the application on file with the Commission for a 
statement of the facts and representations contained 
therein, which are summarized below. 


Applicant states that it was incorporated in New Jer- 
sey and registered under the Act on August 1, 1969. 


Applicant represents that on June 16, 1975, pursuant 
to an Agreement and Plan of Reorganization and 
Articles of Transfer (“Agreement”), which had been 
approved by its shareholders on June 12, 1975, the 
Fund sold substantially all of its assets to the Drexel 
Equity Fund, Inc., now the Drexel Burnham Fund, 
Inc. (“Drexel Burnham”), in exchange for common 
stock of Drexel Burnham and that a total of 1,552,- 
156.154 Drexel Burnham shares were exchanged, 


representing an exchange ratio of 1.016968 shares 
of Drexel Burnham for each outstanding share of 
Applicant. Applicant states that such shares were 
substantially distributed to shareholders of the 
Applicant according to their respective interests in 
liquidation of the Applicant. Applicant further 
represents that it now has no stockholders, engages 
in no business activity and that on the date of filing 
its only assets consisted of $25,000 in cash which 
is to be retained as a provision for liabilities not 
reasonably foreseeable at the time of the exchange. 


Applicant states that any portion of such retained 
cash that is not used to pay liabilities of Applicant 
(“reserve surplus’’) will be paid over to Drexel 
Burnham. Applicant further states that a proportion- 
ate amount of reserve surplus attributable to share- 
holders of Drexel Burnham will be distributed in 
additional shares of Drexel Burnham to be valued 
at the net asset value of Drexel Burnham on the 
date of the payment of the reserve surplus, which 
shall be made no later than June 16, 1976. Appli- 
cant states that its shareholders who do not remain 
shareholders of Drexel Burnham at the date of dis- 
tribution of reserve surplus will receive no portion 
of the reserve surplus; but, the amount apportion- 
able to such shareholders will be added to the 
assets of Drexel Burnham. 


Applicant represents that it is filing a Certificate 
of Dissolution with the Secretary of State of New 
Jersey. 


Section 8(f) of the Act provides in pertinent part, 
that when the Commission, on application, finds that 
a registered investment company has ceased to be an 
investment company, it shall so declare by order and, 
upon the effectiveness of such order, the registration 
of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN, that any interested 
person may, not later than January 26, 1976, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a state- 
ment as to the nature of his interest, the reason for 
such request, and the issues of fact or law proposed 
to be controverted, or he may request that he be no- 
tified if the Commission shall order a hearing there- 
on. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the 
person being served is located more than 500 miles 
from the point of mailing) upon applicant at the 
address stated above. Proof of such service (! 
affidavit, or in case of an attorney at law, b\ -er- 
tificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the FP ules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issues as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon 
the Commission’s own motion. Persons who request 
a hearing, or advice as to whether a hearing is order- 
ed, will receive notice of further developments in 
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this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Invest- 
ment Management Regulation, pursuant to dele- 
gated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9110/January 2, 1976 


In the Matter of 


DREXEL INVESTMENT FUND, INC. 
1500 Walnut Street 
Philadelphia, Pennsylvania 19102 


(811-1658) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT COMPANY HAS CEASED 
TO BE AN INVESTMENT COMPANY 


Drexel Investment Fund, Inc. (‘Applicant’) an 
open-end, diversified management investment 
company registered under the Investment Com- 
pany Act of 1940 (““Act”’) filed an application on 
June 25, 1975 pursuant to Section 8(f) of the Act 
for an order of the Gommission declaring that 
Applicant has ceased to be an investment company 
as defined in the Act. 


On November 28, 1975, a notice (Investment 
Company Act Release No. 9056) was issued of 
the filing of said application. The notice gave 
interested persons an opportunity to request a 
hearing and stated that an order disposing of the 
application would be issued as of course unless a 
hearing should be ordered. No request for a hear- 
ing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and it is found 
that Applicant has ceased to be an investment 
company. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 
8(f) of the Act, that the registration of Drexel 
Investment Fund, Inc. shall cease to be in effect. 


For the Commission, by the Division of Invest- 


ment Management Regulation, pursuant to dele- 
gated authority. 
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George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9111/January. 5, 1976 


In the Matter of 


VANCE, SANDERS EXCHANGE FUND 


(A California Limited Partnership) 
One Beacon Street 


Boston, Massachusetts 02108 


(812-3849) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM CERTAIN PROVI- 
SIONS OF SECTION 2(a)(19) OF THE ACT 


Vance, Sanders Exchange Fund (“Fund”), a Califor- 
nia limited partnership which is an open-end, diver- 
sified, management investment company registered 
under the Investment Company Act of 1940 (“Act”), 
filed an application on August 15, 1975, and an 
amendment thereto on December 5, 1975, pursuant 
to Section 6(c) of the Act for an order of the Com- 
mission exempting the Fund and its general partners 
from the provisions of Section 2(a)(19) of the Act 
to the extent that the Fund’s general partners would 
otherwise be deemed “interested persons” solely be- 
cause they are “partners” in the investment company 
partnership. 


On December 8, 1975, a notice (Investment Company 
Act Release No. 9075) of the filing of the application 
was issued. The notice gave interested persons an 
opportunity to request a hearing and stated that 

an order disposing of the application would be 

issued as of course unless a hearing should be order- 
ed. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found that 
the granting of the application is appropriate in 

the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. 


IT 1S ORDERED, pursuant to Section 6(c) of 
the Act, that the application for exemption 
from certain provisions of Section 2(a)(19) 
of the Act, be and hereby is granted, effective 
forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9112/January 5, 1976 


Admin. Proc. File No. 3-4590 
in the Matter of 


INTERNATIONAL FUNERAL SERVICES OF 
CALIFORNIA, INC. 

2501 Grand Avenue 

Des Moines, lowa 


(812-3598) 


OPINION OF THE COMMISSION 


EXEMPTIONS FROM THE INVESTMENT 
COMPANY ACT 


Face-Amount Certificate Companies 


Section 6(c) of the Investment Company 
Act Construed 


Where funeral company sought exemption from 
the Investment Company Act under Section 
6(c) of that statute for proposal to issue 20-year, 
low interest-bearing debentures to be paid for in 
installments (which securities would constitute 
face-amount certificates of the installment type 
and make their issuer an investment company) 
in connection with the advance purchase of 
funeral services at prices to be set in the future, 
giving the customer neither a guaranty that his 
funeral costs would be covered nor an oppor- 
tunity to get his money back, held, an exemp- 
tion relieving the issuer from the statutory 
requirements of redeemability and the main- 
tenance of reserves is neither in the public inter- 
est nor consistent with the protection of invest- 
ors. 


APPEARANCES: 


Fred R. Schneider and William R. Stiles, of William, 
Hart, Lavorato & Kirtley, for applicant. 


Stanley B. Judd and Robert W. Blair, for the Division 
of Investment Management Regulation of the Com- 
mission. 


Like many other business enterprises, International 
Funeral Services of California, Inc. (““applicant’’) wants 
to borrow long-term money from the public. Applicant 
wants the money to retire outstanding debt now owed 

to affiliated companies. It also wants to expand its fa- 
cilities. To that end it proposes to sell 20-year debentures 
that will yield only 4-1/2%. It plans to sell these deben- 
tures on the installment plan. 


Hence applicant’s debentures will be ‘’face-amount cer- 
tificates of the installment type.” 1/ And since appli- 
cant will be in the business of issuing them, it will be 
an investment company. 2/ Applicant finds the Invest- 
ment Company Act's restrictions and commands bur- 
densome; it asks us to exempt it from all of the provi- 
sions of that statute. 3/ However, we cannot find it 
in the public interest to do so. 4/ 


Applicant is in the funeral business. 5/ Like many 
other California morticians, it offers people a chance 
to buy funeral services before they need them. 
These “pre-need” contracts obligate applicant to 
perform specified services, but fail to specify the 
price. Thus, when the buyer dies, the funeral that he 
selected for himself must be paid for at the price 
applicant happens to be charging for such services 

at that time. 


In order to enable people to pay in advance for 
funerals whose price will remain unknown until after 
they die, applicant proposes that buyers acquire its 
debentures through small, systematic monthly pay- 
ments. When the funeral is needed, the accumulated 
debentures will help pay for it. At that time appli- 
cant will take back its own debentures. In fact, it 

will do so at 110% of face value. But even with that 
10% premium, there is no assurance that the funeral’s 
full cost will be covered. 


Applicant has been offering pre-need contracts for 
many years. Until 1973, the price was fixed when the 
contract was signed. In those days the buyer knew 
what the price was going to be. And when he had paid 
that price in full, he knew that he had provided for 
his burial and that his heirs had been relieved from 
concern on that score. 


In 1973, however, applicant began something new. 
It started selling ““debentures” to its pre-need cus- 
tomers. These debt securities had to be paid for all 
at once in a lump-sum. 6/ In this new program, the 
fixed price feature was dropped. Indeed, applicant's 
original prospectus for its debentures states that 
fixed-fee contracts will no longer be offered, and a 
1974. prospectus makes it plain that straight cash 
customers are to be phased out. 


Applicant’s contracts average $1,000. What about those 


who cannot afford to part with that sum at once? Ap- 
plicant plans to give such people from three to five 
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years to pay for their debentures. These customers 
would pay from $12 to $18 a month, after making 

a down payment of 10% of the total amount of 
debentures for which they subscribe. The installment 
feature is clearly designed to appeal to persons of 
modest means. 


California law requires that when a customer deposits 
cash for a pre-need contract, that cash be placed ina 
trust, which must be revocable at any time. 7/ Should 
the customer change his mind about the pre-need 
contract and exercise his right to revoke the trust, he 
gets back at least 90% of the money he puts in. 


But the California statute expressly exempts pre-need 
programs that involve the issuance of securities. 8/ 
This means a person who buys applicant’s 4-1/2% de- 
bentures never has the right to the return of any of 
his money. All that he can recapture are the deben- 
tures themselves. 9/ These are not redeemable. 10/ 
Practically, there is nothing anybody can do with 
these instruments except to hold them until death (at 
which time they can be turned in for funeral services) 
or until ‘maturity—whichever happens sooner. 


Theoretically, the debentures will be transferrable. 

But applicant concedes that their terms and their low 
interest rate make it unlikely that any market for them 
will ever develop. In fact, its prospectuses state that 
the debentures are not recommended for ordinary 
investment. They are offered only in connection with 
pre-need contracts. 11/ 


IV, 


Applicant's desire to sell debentures on the installment 
plan brings the Investment Company Act into play. 
That statute reflects the results of this Commission’s 
study of the practices of the companies that sold debt 
securities on the installment plan, popularly known 

as “‘face-amount certificates.” 12/ 


That study found that face-amount certificates were 
sold in the main to pecple of modest means seeking 
a forced savings plan for old age, the education of 
their children, or other long-run objectives. 13/ The 
purchaser had the right to turn his certificate in be- 
fore maturity. If he did that, he received an amount 
known as the cash surrender value. 


However, cash surrender values generally remained 
below the purchaser’s aggregate payments until after 


the seventh year. And during the first 12 or 18 months, 


most certificates had no cash surrender value at all. 14/ 
Most purchasers did not hold certificates to, maturity. 
And a great many of them wound up with next to 
nothing. 15/ 


Certificates’ yields were lower than those of conven- 


tional debt securities. But they could be purchased by 
depositing small, regular amounts. And they were sup- 
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posed to be safe. Unfortunately, however, that safety 
was more apparent than real. The face-amount com- 
panies had represented that they would maintain re- 
serves, but these were usually insufficient in'‘amount 
and illiquid in form. Cash to meet surrenders and ma- 
turities came principally from incoming payments. 
Reliance on them was misplaced because redemptions 
sometimes exceeded sales. 16/ 


To correct practices that the Commission had found 
injurious, Congress specifically included within ve 
statutory definition of investment.company) ‘‘a 

issuer which is engaged or proposes to engage in Soe 
business of issuing face-amount certificates of the 
installment type.” 17/ The Commission and the 
Congress were.aiming at unsecured debt securities 
sold to people who could afford.only small monthly 
payments and who were therefore forced to buy on 
the installment plan; people who could least.afford 
the penalties attached to defaults and low surrender 
values and who looked at these certificates as an al- 
ternative to a savings account, where they could get 
their money back. Such persons, were in need of pro- 
tection akin to that which state law had long giyen, 

+ those who.placed their savings with. banks, savings 
and loan associations, and insurance companies, 


Congress fashioned specific provisions to, protect in- 
vestors against certain risks involved in face-amount 
certificates. Section 28 of the Act requires that face- 
amount certificates at all times carry a cash surrender 
value of at least 80% of the amount the holder has. 
paid in. Moreover, issuers of such certificates must - 
maintain reserves sufficient. to meet cash surrender. . 
and maturity obligations. These reserves may be kept 
in cash or in securities. If in securities, those securities 
must be of a type readily convertible into cash. The 
reserves must be held by an independent. custodian. 


Here the investor Will be purchasing on an installment 
plan a low-interest bearing, unmarketable, long-term 
note which may be used to reduce his funeral expen- 
ses. Except for thé funeral featiire, this is’precisely © « 
the type of situation at’ which Sectioh 28 of the Act ‘is 
aimed. 18/ The funeral feature is art inadequate basis 


for a distinction. There is no guararitée that the deben-*’” 


tures will cover the full cost of the funeral. Nor is there 
any guaranty that applicant will still be in business and 
capable of performing the funeral services when the’ ' 
need for them arises. 


Applicant does not intend to redeem its debentures 
before maturity. Nor does it propose to set aside any 
reserves. Purchasers of applicant’s debentures would 
thus assume all of the risks inhérent in the traditional 
face-amount certificate: But they would have none of © 
the protections envisaged by Congress. We cannot 
characterize such a scheme as “consistent with the 
protection of investors.” Nor do we see how we could 
possibly find it “in the public interest.” It follows 


that the standards of Section 6(c) are’not’met. 19/ “* ” 


Hence we cannot grant the requested exémption. 
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Vi. 
Adenial order will issue. 


By the Commission (Chairman HILLS and Commis- 
sioners LOOMIS, EVANS, SOMMER and POLLACK). 


George A. Fitzsimmons 
Secretary 


1/ Section 2(a)(15) of the investment Company Act 
defines “‘face-amount certificate” to mean, in per- 
tinent part, “any ... security which represents an 
obligation of its issuer to pay a stated or determin- 
able sum at a fixed or determinable date more than 
twenty-four months after date of issuance, in con- 
sideration of the payment of ‘periodic installments 

of a stated or determinable amount (which security 
shall be known as a face-amount certificate of the 
installment type).”’ 


2/ Section 3(a)(2) makes “‘any issuer which is en- 
gaged or proposes to engage in the business of 
issuing face-amount certificates of the installment 
type” an investment company. 


3/ Section 6(c) of the Act under which the exemp- 
tion is sought empowers us to do so. See n. 19, 
infra. 


4/ After a hearing before an administrative law 
judge, whose initial decision was waived, briefs 
were filed by applicant and by our Division of 
Investment Management Regulation. Our views are 
based on an independent review of the record. 


6/ It is a wholly-owned subsidiary of International 
Funeral Services, Inc., which operates in 14 states and 
three Canadian provinces and whose common stock 

is listed on the American, Midwest and Pacific Stock 
Exchanges. Applicant's California facilities are exten- 


6/ It is the installment feature of applicant's pro- 
posal that has led to this exemption proceeding. 

The debentures it has been selling to lump-sum pur- 
on" raise no Investment Company Act ques- 


1/ California Business and Professions Code, Sections 
7738-7742. 


8/ /d., Section 7742. We have received communications 
from California’s Attorney General, from its Depart- 
ment of Corporations and from its Board of Funeral 
Directors stating that applicant's proposal would cir- 
cumvent the local law requirement that customers be 
able to get their money back at any time. 


9/ The actual mechanics of applicant's proposal run 
something like this: when the customer signs his pre- 
need contract he is told the present cost of the ser- 
vices he is requesting. He then subscribes for an 
amount of debentures roughly equivalent to that 


price (the debentures are sold only in multiples of 
$100). He puts 10% down and works out a monthly 
payment schedule for the remainder. There is no 
carrying charge or other financing cost to the install- 
ment purchaser. His initial payment and all subse- 
quent payments are put in a trust. As soon as the 
customer's payments equal $100, applicant receives 
the $100 from the trustee and the trustee is given a 
fully-paid debenture issued in the name of the cus- 
tomer. This continues until all of the $100 debentures 
the customer had agreed to buy have been issued. If 
the customer wants to drop out of the program he 
may do so at any time. If all the debentures he had 
agreed to buy have already been issued, the trust is 
dissolved and he gets the 4-1/2% debentures to hold 
until maturity. And if he is mid-way through his pay- 
ment program, here too the trust is dissolved and he 
gets all the debentures already issued plus whetever 
cash he has paid in toward the next debenture. It 
follows that no more than $99.99 in cash will ever 
be returned to a purchaser who changes his mind. 


10/ Applicant will redeem the debentures of any 
holder who moves out of its trade area. 


11/ Applicant states that the average duration of its 
pre-need contracts prior to performance of services 
has been between seven and nine years. 


12/ Section 30 of the Public Utility Holding Com- 
pany Act of 1935 directed this Commission to study 
the functions and activities of investment trusts and 
investment companies. Among the studies sent to 
Congress pursuant to that mandate was an in-depth 
analysis of face-amount certificate companies. SEC 
Report on Investment Trusts and Investment Com- 
panies: Companies Issuing Face-Amount Installment 
Certificates (1940). (Hereinafter referred to as the 
“1940 Report’). 


13/ This was done through intensive advertising and 
vigorous face-to-face sales effort. 1940 Report, pp. 
17-18, 23, 32, 93. 


14/ The low surrender values resulted from high sales 
charges being skimmed off the initial installment 
payments. 1940 Report, pp. 19-22. 


15/ Id., pp. 54-70. 
16/ /d.,p. 144. 
17/ Section 3(a)(2). 


18/ Applicant places much stress on the formal differ- 
ence between the debentures that it wants to issue and 
the face-amount certificates known to the Commission 
and to the Congress in 1940. We think these formal 
differences are of little substantive significance. The 
argument that the Investment Company Act applies 
only to phenomena that were well known in the 1930's 
is wrong. Such reasoning has no proper place in the 
interpretation of remedial statutes that must, as we 
said some years ago, be adapted to the “kaleidoscopic 
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variety of economic life.” Franchard Corporation, 42 
SEC 163, 175 (1964). Though our statement in Fran- 
chard dealt with the Securities Act, it applies with 
even greater force to the Investment Company Act, 
which the Supreme Court has held applicable to 
arrangements of a kind undreamt of in 1940. SEC v. 
Variable Annuity Life Insurance Co. of America, 

359 U.S. 65 (1959). See also Prudential Insurance 
Company of America v. SEC, 326 F.2d 383 (C.A. 3, 
1963), cert. denied, 377 U.S. 953, affirming our de- 
cision in Prudential Insurance Company of America, 
41 SEC 335 (1963). Finally, we think it worth noting 
that the Investment Company Act is a companion to 
the Investment Advisers Act. The Investment Com- 
pany Act is Title | and the Investment Advisers Act 
Title I! of Public Law No. 768, 76th Cong., 3d Sess., 
54 Stat. 789 (1940). The Supreme Court has stated: 
“Congress intended the Investment Advisers Act of 
1940 to be construed ... not technically and restric- 
tively but flexibily to effectuate its remedial pur- 
poses.”” SEC v. Capital Gains Research Bureau, 

375 U.S. 180, 195: (1963). It necessarily follows 
that the Investment Company Act is to be construed 
in the same way. To read it with the pedantry of an 
antiquarian would be singularly inappropriate here 
where the literal words are clearly applicable and 
where what is being sought is a discretionary exemp- 
tion from the impact of those words. 


19/ It should be emphasized that Section 6(c) gives 
the Commission discretionary power to exempt. 
That section states that we ““may”’ exempt any 
person, security or transaction from any provisions 
of the Act either conditionally or unconditionally, 

if and to the extent that we find such exemption 
“necessary or appropriate in the public interest 

and consistent with the protection of investors and 
the purposes fairly intended by the policy and pro- 
visions” of the Act. (Emphasis added.) This broad 
exemptive power must be exercised with circumspec- 
tion. See, e.g., Pacific Scholarship Trust, Investment 
Company Act Release No. 8065 (October 31, 1973), 
2 SEC Docket 702, 703; American Participations, 
Inc., 10 SEC 430, 437 no. 8 (1941). 
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(812-3598) 


ORDER DENYING APPLICATION FOR EXEMP- 
TION 


On the basis of the Commission’s opinion issued this 
day, it is 


ORDERED that the application of International 
Funeral Services of California, Inc. for an exemption 
from the Investment Company Act be, and it hereby 
is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9113/January 5, 1976 


In the Matter of 


PURITAN FUND, INC. 
35 Congress Street 
Boston, Massachusetts 02109 


and 


UV INDUSTRIES, INC. 
437 Madison Avenue 
New York, New York 10022 


(812-3886) 


NOTICE OF FILING OF APPLICATION FOR ORDER 


EXEMPTING TRANSACTION FROM SECTION 17(a) 


OF THE ACT PURSUANT TO SECTION 17(b) OF THE 


ACT 


NOTICE IS HEREBY GIVEN that Puritan Fund, Inc. 
(“Fund”), an open-end diversified management invest- 
ment company registered under the Investment Com- 
pany Act of 1940 (‘‘Act’’), and UV Industries, Inc. 
(“UV”), (collectively referred to as ““Applicants”’), 
filed an application on December 15, 1975, and an 
amendment thereto on December 30, 1975, pursuant 
to Section 17(b) of the Act for an order exempting 
from Section 17(a) of the Act the purchase by UV of 
$2,200,000 face amount of its 5-3/4% convertible sub- 
ordinated debentures due February 1, 1993 (the “De- 
bentures”) from the Fund. The purchase will be at a 
net price of $73.00 per $100 face amount, with inter- 
est adjusted. All interested persons are referred to the 


application on file with the Commission for a statement 


of the Applicants’ representations which are sum- 
marized below. 


UV is a Maine corporation and it and its subsidiaries 
are principally engaged in the business of: (a) the 
design, manufacture and sale of electrical distribu- 
tion and control equipment and electronic com- 
ponents through its wholly-owned subsidiary Fed- 
eral Pacific Electric Company; (b) the fabrication 

of metal products consisting primarily of copper 
and brass, through its wholly-owned subsidiary 
Mueller Brass Co.; and (c) the mining and milling 

of ores that contain principally copper, the mining 
of placer gold and the acquisition, exploration, and 
development of leasehold mineral and royalty pro- 
perties for the production of oil and gas. Both the 
Debentures and UV’s Common Stock are listed on 
the New York Stock Exchange. The Fund presently 
owns 300,000 shares or approximately 6.3% of 

UV’s outstanding voting securities. In addition, the 
Fund beneficially owns $4,000,000 face amount 

of Debentures convertible into 89,106 shares of UV 
common stock. in addition, three other investment 
companies which receive their advice from Fidelity 
Management & Research Company, the Fund’s 
investment adviser, own approximately 1.4% of UV 
common. There is no affiliation between UV and 
the Fund other than the described stock ownership. 


On November 24, 1975, in response to an inquiry from 
UV, the Fund agreed, conditioned upon obtaining 
the requisite exemptive order under the Act, to sell 
to UV $2,200,000 face amount of UV’s Debentures 
at a price of $73.00 per $100 of face amount plus 
interest. UV will use the Debentures to be purchased 
from the Fund, together with $1,133,000 of Deben- 
tures already acquired at an average price of $67.95 
per $100 face amount, to satisfy sinking fund pay- 
ments which it would otherwise be required to satis- 
fy, under the terms of the Indenture dated as of 
February 1, 1968, between UV and the Chase Man- 
hattan Bank, N.A., as Trustee, by the redemption 

of $3,333,000 of the Debentures at face. 


Section 2(a)(3) of the Act includes within the de- 
finition of an affiliated person of another person 
any person owning 5% or more of the outstanding 
voting securities of such other person and any per- 
son 5% or more of whose outstanding voting securi- 
ties are owned by such other person. Under this 
definition, the Fund and UV are affiliated persons 
of each other. 


Section 17(a) of the Act provides, in pertinent part, 
that it shall be unlawful for any affiliated person 
of a registered investment company acting as prin- 
cipal, knowingly to purchase from such registered 
company any security or other property. Section 
17(b) of the Act provides that the Commission, 
upon application, may exempt a proposed trans- 
action from the provisions of Section 17(a) of the 
Act if evidence establishes that the terms of the 
proposed transaction, including the consideration 
to be paid or received, are reasonable and fair 

and do not involve overreaching on the part of 


any person concerned and the proposed transaction 
is consistent with the policy of each investment com- 
pany concerned and with the general purposes of 

the Act. 


Applicants assert that the terms of the proposed 
transaction are reasonable and fair and do not involve 
overreaching on the part of any person concerned and 
that the proposed transaction is consistent with the 
policy of the Fund and with the general purposes of 
the Act. In support of this assertion, Applicants state 
that the purchase price of $73.00 per $100 of face 
amount with interest at which the Fund will be able 
to dispose of a large block of Debentures is a price 

in excess of the current market price. On November 
24, 1975, the closing sales price of the Debentures 

on the New York Stock Exchange was 68-1/8. In 
addition, there will be no charges or fees associated 
with the proposed transaction other than applicable 
transfer fees and legal fees to be borne by each party. 
Applicants state that in view of the limited market 
for the UV Debentures, the proposed purchase offers 
both parties an opportunity to effect a transaction at 
a price which is advantageous to each of them because 
a transaction involving such a large block of UV De- 
bentures might not have been accomplished in the 
market at $73.00 per $100 face amount. Finally, 
Applicants state that the transaction was negotiated 
at arm’s length between two persons who are “‘affili- 
ated persons” of each other solely because the Fund 
owns approximately 6.3% of UV’s outstanding voting 
securities. 


The proceeds of the sale will be added to the Fund’s 
cash account and, together with cash from other 
sources, will be used to purchase securities for the 
Fund’s portfolio. The Fund represents that the pro- 
posed purchase will be consistent with its policy as 
recited in its registration statement and reports filed 
under the Act and both Applicants believe that the 
transaction is consistent with the general purposes of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than January 27, 1975, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on this matter accompanied by a state- 
ment as to the nature of his interest, the reason for 
such request and the issues of fact or law proposed 

to be controverted, or he may request that he be 
notified if the Commission shall order a hearing there- 
on. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the 
person being served is located more than 500 miles 
from the point of mailing) upon Applicants at the 
addresses stated above. Proof of such service (by 
affidavit, or in case of an attorney at law, by cer- 
tificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the rules and 
regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date, unless the Commission thereafter 
orders a hearing upon request or upon the Commission’s 
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own motion. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive notice 
of further developments in this matter, including 

the date of the hearing (if ordered) and any postpone- 
ments thereof. 5 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated auth- 
ority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9114/January 5, 1976 


See Securities Act of 1933 Release No. 5665/ 
January 5, 1976. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9115/January 7, 1976 


See Securities Act of 1933 Release No. 5667/ 
January 7, 1976. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9116/January 7, 1976 


See Securities Act of 1933 Release No. 5668/ 
January 7, 1976. 
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Release No. 9117/January 7, 1976 


In the Matter of 
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CONTINENTAL ASSURANCE ANNUITY PLAN 
ACCOUNT 

c/o William A. Kurtz 

Continental Assurance Company 

CNA Plaza 

Chicago, IIlinois 


(811-2100) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT APPLICANT HAS CEASED TO 
BE AN INVESTMENT COMPANY 


On December 4, 1975, a notice was issued (Investment 
Company Act Release No. 9067) that the Continental’ 
Assurance Annuity Plan Account (“Applicant”), regis- 
tered under the Act as a unit investment trust, had 
filed an application on November 3, 1975, for an order 
of the Commission pursuant to Section 8(f) of the 
Act, declaring that Applicant has ceased to be an in- 
vestment company as defined in the Act. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued upon the basis of 
the information stated-therein unless a hearing should 
be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered and it is found that 
Applicant has ceased to be an investment company. 
Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Continental Assurance Annuity 
Plan Account under the Act shall forthwith cease to be 
in effect. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated auth- 
ority. ' 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9118/January 7, 1976 


In the Matter of 


THE ANNUITY FUND 
c/o William A. Kurtz 


CN/ 
Chic 


(81 
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Continental Assurance, Company , 
CNA Plaza 
Chicago, Illinois 60685 


(811-2099) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT APPLICANT HAS CEASED 'TO 
BE AN INVESTMENT COMPANY 
; P " t 4itdi | Pod 3 |B. t 0 
On December 4, 1975, a notice was issued (Investment 
Company Act Release No. ' } that the Annuity 
Fund (“Applicant”), registered under the Investment 
Company. Act of 1940 (“‘Act”’) as a diversified open- ( 
end management,company, had filed an application 
on November 3,.1975, for an order of the Commission 
pursuant to Segtion 8(f) of the Act, declaring that, , 
Applicant has ceased to be an investment company 
as defined. jn the Act. 


The notice gave interested persons an opportunity 

to request a hearing and stated that an order dispos- 
ing of the application, would.be issued. upon the 
basis of the infonmation stated therein unless a 
hearing should be ordered. No. request for a hearing 
has been filed and. the Commission has not.ordered 
a hearing. , , 


test ' 


The matter has been considered and it is found that 
Applicant has ceased to be an. investment company. i] 
Accordingly , ; 


IT S ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of the Annuity Fund under the 
Act shall forthwith. cease'to, be in effect. iy 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. “yr iit ? 


' i ry 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9119/January 7, 1976 


In the Matter of 


ATLAS SMALL BUSINESS INVESTMENT CORPOR- 
ATION 


1808 Main Street iv 
Kansas City, Missouri 64108 


(811-1023) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT APPLICANT HAS 
CEASED TO BE AN INVESTMENT COMPANY 


On December 11, 1975, a notice was issued (Invest- 
ment Company Act Release No. 9079) that Atlas 
Small Business Investment Corporation (“Appli- 
cant’), a Missouri corporation registered as a non- 
diversified, closed-end, management investment 
company under the Investment Company Act of 
1940 (“Act’’) and licensed to operate as a small 
business investment company under the Small Busi- 
ness Investment Act of 1958, had filed an applica- 
tion pursuant to Section 8(f) of the Act for an 
order of the Commission declaring that Applicant 
has ceased to be an investment company as defined 
in the Act. 


The notice gave interested persons an opportunity 
to request a hearing and stated that an order dis- 
posing of the application might be issued upon the 
basis of the information stated therein unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered 
a hearing. 


The matter having been considered, it is found that 
Applicant has ceased to be an investment company. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Atlas Small Business Invest- 
ment Corporation under the Act shall forthwith 

cease to be in effect. 


IT 1S FURTHER ORDERED that the Secretary of 
the Commission shall send a copy of this order by 
certified mail to the Associate Administrator for 
Investment, Investment Division, Small Business 
Administration, Washington, D. C. 20416. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated auth- 
ority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 495/January 5, 1976 


See Securities Act of 1933 Release No. 5665/January 5, 
1976. = 
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LITIGATION 





Litigation Release No. 7224/January 2, 1976 


SEC v. GENERICS CORPORATION OF AMERICA, 
et al. 
(D.N.J. 75 Civil Action No. 2179) 


William D. Moran, Administrator of the New York Re- 
gional Office of the Securities and Exchange Commis- 
sion announced that on December 23, 1975, the Hon- 
orable Frederick B. Lacey of the United States Dis- 
trict Court for the District of New Jersey signed a 
Final Judgment of Permanent Injunction by Consent 
enjoining Generics Corporation of America (“GCA”) 
of Englewood, New Jersey from violating or aiding 
and, abetting in the violations of the anti-fraud, proxy 
and reporting provisions of the federal securities laws. 
In consenting to the entry of the Judgment, the de- 
fendant neither admitted nor denied the allegations 
of the Commission's Complaint. 


In addition to injunctive relief, the Judgment provided 
that: the Court appoint a special counsel to GCA with 
all powers necessary to investigate and ascertain accur- 
ate financial information concerning GCA and its sub- 
sidiaries and to report to the Court, Commission and 
public thereon; GCA’s board of directors be reconsti- 
tued to include majority of independent directors; a 
majority of independent directors be appointed to the 
executive committee og GCA’s board of directors; 
and, a litigation and claims committee be formed by 
GCA to work in cooperation with the special counsel. 
GCA’s board of directors also undertook to prevent 
Jerald (Jerry) Zelin, former president and chairman 

of the board of GCA, from serving as an officer or 
director of GCA. 





Litigation Release No. 7225/January 2, 1976 


SEC v. TRANSJERSEY BANCROP., et al. 
(N.J. Civil Action No. ) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange 
Commission announced the filing of December 29, 
1975 of a complaint in the United States District 
Court for the District of New Jersey against Trans- 
jersey Bancrop. (“‘Transjersey’’), the holding 
corporation of the Bank of Bloomfield located in 
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Bloomfield, New Jersey, Robert Prodan (‘‘Prodan’’), 
former president and director of Transjersey, U. S. 
Funding Corp. (“‘U. S. Funding’), a New Jersey cor- 
poration, Arnold Daner (“‘Daner’’), president of 

U. S. Funding and a former director of Transjersey, 
J. W. Weller & Co. Inc. (“Weller & Co."’), a New Jer- 
sey broker-dealer, John W. Weller (‘Weller’), 
president of Weller & Co., Booker Brothers, Inc. 
(“Booker Bros.”’), a Pennsylvania broker-dealer, 
Fletcher Clement Booker (“Booker”), president 

of Booker Bros., and J. Houston Day, Jr. (““Day’’) 
of Dallas, Pennsylvania. 


The complaint seeks injunctive relief against Trans- 
jersey, Prodan, U. S. Funding, Daner, Weller & Co., 
Weller, Booker Bros., Booker and Day from further 
violations of the anti-fraud provisions of the Ex- 
change Act; and against Transjersey, U. S. Funding, 
Daner, Prodan and Day from further violations of 
the periodic and other reporting provisions. 


The complaint alleges that Transjersey, aided and 
abetted by U. S. Funding, Daner and Prodan; filed 
quarterly reports with the Commission containing 
false and misleading statements of material facts 

in that the reports failed to state, among other things 
that during the period from May 1, 1974 to July 23, 
1975 U. S. Funding, through the efforts of Daner 
and Prodan, had discounted at the Bank of Bloom- 
field 33 worthless leases for a total value of approxi- 
mately $1.7 million. 


It is alleged that the leases were bogus in that the pur- 
ported lessees had never entered into the alleged 
leasing agreements and that the machinery and equip- 
ment which was purportedly the subject of the leases, 
did not exist. 


The Complaintalso alleges that U. S. Funding, Daner, 
Prodan and Day had each acquired in excess of 5% 
of the outstanding Transjersey shares and that each 
has not, to date, filed a Schedule 13D as required 

by the Exchange Act. 


Finally, the complaint alleges that Day, aided and 
abetted by Weller & Co., Weller, Brooker Bros. and 
Booker engaged in a scheme to artificially increase 
the price of Transjersey stock from $13 per share 
in early September 1975 to $27 per share in late 
October 1975. 


In addition to injunctive relief, the complaint also 
requests that the Court order Transjersey to amend 
its periodic reports filed with the Commission from 
January 1, 1975 to the present to correctly reflect 
the financial information required to be contained 
therein. 


It is anticipated that shortly after the filing of this 
complaint, the Commission will lift the suspension 
of the over theicounter trading of Transjersey com- 
mon stock which has been in effect since November 
14, 1975. 
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Litigation Release No. 7226/January 2, 1976 


SEC v. ROBERT T. JACKSON 
(N.D. Tex.) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange Com- 
mission, and Frank D. McCown, United States Attor- 
ney for the Northern District of Texas today announced 
that on December 19, 1975, Federal District Judge 
Robert W. Porter, Dallas, Texas, sentenced Robert T. 
Jackson, Dallas, Texas, to three months imprisonment 
after Jackson had been found guilty on one count of a 
two-count Information charging him with criminal 
contempt of an order entered by the Court on June 
19, 1972, permanently enjoining him from violations 
of the registration and antifraud provisions of the 
federal securities laws. 


Jackson plead nolo contendere to violating the per- 
manent injunction by continuing, subsequent to 

the entry of the injunctive order, to offer and sell 
fractional undivided working interests in oil and 

gas leases and corporate notes issued by Capital 

Oil Corporation, Dallas, Texas, while not regis- 
tering the securities with the SEC. He is to report 

to federal marshals January 9, 1976, for commence- 
ment of his sentence. 


For further information, see Litigation Release Nos. 
5134, 5162, 5459, 7127 and 7203. 





Litigation Release No. 7227/January 5, 1976 


US v. E. M. (MIKE) RIEBOLD, et al. 
(USDC, New Mexico, Crim. No. 74-353) 


Victor Ortega, United States Attorney for the District 
of New Mexico, and Robert H. Davenport, Regional 
Administrator of the Denver Regional Office of the 
Securities and Exchange Commission announced 

that on December 20, 1975 U. S. District Judge H. 
Vearle Payne of the District of New Mexico sen- 
tenced E. M. “Mike” Riebold. a resident of the 
Albuquerque, New Mexico area to five years in prison 
followed by five years probation. Defendant, Donald 
Morgan, a resident of Albuquerque, New Mexico was 
sentenced to two years in prison followed by five 
years probation. Previously, Riebold and Morgan 

had been convicted by a jury of misapplication of 
bank funds, wire fraud, mail fraud, securities fraud, 
interstate transportation of stolen property and 

false statements in a registration statement. 


Judge Payne also sentenced defendants Harold Mor- 
gan, an Albuquerque, New Mexico attorney, Hillard 
Crown, a Santa Fe, New Mexico accountant and 

E. J. Hammon, an Albuquerque, New Mexico resi- 
dent to serve six months in prison followed by five 


years probation. Prior to trial, defendant Harold 
Morgan pled guilty to an information charging him 
with one count of securities fraud. Hammon also 
had pled guilty to one count of securities fraud. 
Crown had pled guilty to one count of submitting 
a false statement to a bank in connection with a 
loan. 


For further details see Litigation Release Nos. 6674, 
6948, 6953 and 6964. 





Litigation Release No. 7228/January 6, 1976 


SEC v. BIGHAM SILVER LEAD COMPANY, et al. 
(D. Utah Civil Action No. C-75-523) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, announced that a complaint was filed 
in the federal court in Salt Lake City, Utah, on De- 
cember 29, 1975, seeking to enjoin Bingham Silver 
Lead Company and George H. Badger, both of Salt 
Lake City, Utah; L. Robert Tatum of Canton, 
Ohio; and Jerry D. Timothy of Brawley, California, 
and Salt Lake City, Utah, from violating Sections 

5 and 17 of the Securities Act of 1933 and Sections 
10(b) and 15(a) of the Securities Exchange Act of 
1934 and Rule 10b-5 thereunder. 


The complaint alleges that violations of those acts 
occurred in connection with the offer and sale of 
the common stock of Bingham Silver Lead Com- 
pany, of interests in limited partnerships managed 
or sponsored by Bingham Silver Lead Company or 
affiliates of George H. Badger, and of participating 
interests in oil and gas wells issued by Bingham 
Silver Lead Company. 





Litigation Release No. 7229/January 6, 1976 


SEC v. FIELDS, GRANT & COMPANY, et al. 
(N.D. CA. C-75-1519-RFP) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office, and Leonard H. Rossen, Associate 
Regional Administrator of the San Francisco Branch 
Office of the Securities and Exchange Commission, 
announced that on December 12, 1975, the Honor- 
able Robert F. Peckham, U. S. District Court Judge 
for the Northern District of California, entered 
Final Judgments and Orders of Permanent Injunc- 
tion enjoining Fields, Grant & Company (“FG&Co”), 
a registered investment adviser in Menlo Park, Cali- 
fornia, Randall K. Fields (“Fields”), FG&Co’s 
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president, and Robert A. Grant (“Grant’’), FG&Co’s former 
vice-president, from further violations of the antifraud 

and reporting provisions of the Investment Advisers Act 

of 1940. 


The Judgment enjoins the various defendants from fail- 
ing to disclose FG&Co’s precarious financial condition; 
failing to disclose conflicts of interest; failing to disclose 
the unauthorized use of clients’ funds; failing to accurate- 
ly disclose to prospective advisory clients the proposed 
range of recommended investments and the nature of 
services to be rendered; failing to promptly file an amend- 
ment correcting any inaccurate information contained in 
any application for registration as an investment adviser 
or in any amendment thereto; and publishing, circulating 
or distributing any advertisement which contains any 
untrue statement of a material fact or which is otherwise 
false or misleading. 


The Judgment, to which the defendants consented, with- 
out admitting or denying the allegations of the Complaint, 
further orders FG&Co and Fields to provide current and 
accurate financial information to FG&Co’s current invest- 
ment advisory clients. 


For further information, see Litigation Release No. 7010. 





Litigation Release No. 7230/January 9, 1975 


SEC v. FRANCIS D. DUVAL, et al. 
(E.D. Wash., Civil Action No. 75-233) 


Jack H. Bookey, Administrator of the Seattle Regional 
Office, announced that on November 28, 1975 the Honor- 
able Marshall A. Neill, U. S. District Judge for the Eastern 
District of Washington entered an Order of Permanent In- 
junction against Wayne L. Sanders (Sanders) of Spokane, 
Washington, enjoining the defendant from violations of 
the registration provisions of the Federal Securities Laws 
in connection with the sales of Gold Reserve Corporation 
common stock or any other securities. The defendant 
consented to the entry of permanent injunction without 
admitting or denying the allegations of the Commission’s 
Complaint. 


See also Litigation Release Nos. 6989 and 7135. 








ACCOUNTING SERIES RELEASE 





ACCOUNTING SERIES 
Release No. 186/January 6, 1976 


See Securities Exchange Act of 1934 Release No. 11906/ 
December 5, 1975, Docket Volume 8, No. 10. 
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ACCOUNTING SERIES 
Release No. 187/January 6, 1976 


See Securities Act of 1933 Release No. 5655/December 
15, 1975, Volume 8, No. 11. 





ACCOUNTING SERIES 
Release No. 188/January 7, 1976 


See Securities Act of 1933 Release No. 5667/January 7, 
1976. 








STAFF ACCOUNTING BULLETIN 





STAFF ACCOUNTING BULLETIN 
Release No. 2/January 9, 1976 


The Division of Corporation Finance and the Office of 
Chief Accountant today announced the publication of 
Staff Accounting Bulletin No. 2. The statements in the 
Bulletin are not rules or interpretations of the Commis- 
sion nor are they published as bearing the Commission’s 
official approval; they represent interpretations and prac- 
tices followed by the Division and the Chief Accountant 
in administéring the disclosure requirements of the fed- 
eral securities laws. 


Staff Accounting Bulletin No. 2 provides interpretations 
of Accounting Series Release No. 175. At the time the 
two indices to the Staff Accounting Bulletins are next 
updated, these interpretations will be incorporated into 
Topic 6—“Interpretation of Accounting Series Releases,” 
and designated as Section F thereof. 


TOPIC 6: INTERPRETATIONS OF ACCOUNTING 
SERIES RELEASES 


F. Accounting Series Release No. 175—Rule 4-02(e) 
Relating to Consolidated Financial Statements (adopted 
July 10, 1975) 


General Facts: 


Rule 4-02(e) of Regulation S-X provides, in general, that 
separate financial statements shall be presented for con- 
solidated subsidiaries (or group of subsidiaries) engaged 
in specified financial-type businesses if the subsidiaries 
are significant subsidiaries. Combined separate financial 
statements shall also be presented for nonsignificant con- 


solidated subsidiaries in these businesses when registrant's 
investment in and advances to all such subsidiaries exceed 


10 percent of total assets on registrant’s balance sheet. 
Notwithstanding these requirements, separate statements 


ma 
the 


Y 


may be omitted under certain conditions specified in 
the Rule. 


1. Definitions 

a. Engaged in the Business 

Facts: 

Aconsolidated subsidary has operations in one of the 
businesses specified in Rule 4-02(e) and in another 
business not specified in the Rule. 

Question: 


Would such subsidiary be regarded as engaged in one 
of the businesses specified in the Rule? 


Interpretive Response: 


Aconsolidated subsidiary should be regarded as engaged 
in one of the specified financial-type businesses if its 
primary activity is in that business. For example, if 
more than 50 percent of the revenues of a leasing sub- 
sidiary are derived from finance leases, it would be con- 
sidered as engaged in the “finance” business. 


Facts: 

Asignificant consolidated subsidiary is engaged in a 
“finance” business not identified in the Rule, as for 
example in the credit card business. 

Question: 

Would Rule 4-02(e) apply to such subsidiary? 
Interpretive Response: 

Yes. The Rule applies to consolidated subsidiaries 
which are, in substance, engaged in the “finance” 
business. A credit card company is engaged in the 


“finance” business. 


b. All Nonsignificant Consolidated Subsidiaries Not 
Otherwise Included 


Facts: 


The Rule specifies a test to determine whether sepa- 
rate financial statements are required for ‘‘all nonsig- 
nificant consolidated subsidiaries not otherwise in- 
cluded in groups above.” 


Question: 


Does this phrase encompass subsidiaries engaged in 
manufacturing? 


Interpretive Response: 


No. This phrase is directed to all nonsignificant con- 
solidated subsidiaries engaged in one or more of the 
financial-type businesses such as life insurance, fire 

and casualty insurance, securities broker-dealer, finance 


(which group includes similar activities such as factoring, 
mortgage banking and leasing, exclusive of subsidiaries 
with only non-financing leases), savings and loan or bank- 
ing (including all subsidiaries of banks) for which finan- 
cial statements are not otherwise presented separately 

or in group financial statements. Nonetheless, there may 
be instances that in order to adequately present the fi- 
nancial condition of the consolidated entity separate 
financial statements of consolidated manufacturing sub- 
sidiaries should be presented; in such instances the Com- 
mission may, by informal written notice, require the 
inclusion of the separate statements of the manufacturing 
subsidiaries. 


c. Registrant’s Investment 
Facts: 


The Rule refers to “registrant's investment (including 
current and noncurrent advances).”’ 


Question: 


Do guarantees of a subsidiary’s indebtedness by a regis- 
trant affect its investment? 


Interpretive Response: 


Yes. Where the registrant has guaranteed indebtedness 
of a nonsignificant consolidated subsidiary engaged in a 
business described in Rule 4-02(e), the amount of guar- 
anteed indebtedness is to be considered an advance in 
determining the amount of the registrant's investment 
in and advances to such subsidiary. The amount of 
guaranteed indebtedness should also be added to the 
parent company’s total assets since, for the purpose of 
this test, the funds may be considered in substance a 
borrowing by the parent company with the related pro- 
ceeds advanced to the subsidiary. 


d. Registrant’s Total Assets 
Facts: 


Rule 4-02(e) requires separate financial statements (com- 
bined if appropriate) of certain nonsignificant consoli- 
dated subsidiaries “when registrant’s investment (includ- 
ing current and noncurrent advances) in all such subsidi- 
aries exceeds 10 percent of total assets on registrant's 
balance sheet.” 


Question 1: 


Does “‘registrant’s” balance sheet mean the “parent 
company only” balance sheet? 


Interpretive Response: 

Yes. 

Question = 

Where the parent company only balance sheet reflects 
investments in subsidiaries at cost, should such invest- 


ments be adjusted to the equity method for the purpose 
of making the test under this Rule? 
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Interpretive Response: 
Yes. 


e. Income (or Loss) Before Income Taxes and Extraor- 
dinary Items 


Facts: 


In testing whether financial statements may be omitted 
under Rule 4-02(e)(1), reference is made to “income (or 
loss) before income taxes and extraordinary items.” 


Question: 


Does such income include discontinued operations and 
exclude the cumulative effect of an accounting change? 


Interpretive Response: 
Yes. 

f. Proportionate Share 
Facts: 


The only asset of a holding company is an 89 percent 
equity interest in a subsidiary engaged in one of the fi- 
nancial-type businesses specified in the Rule. Rule 4-02 
(e)(1) allows omission of separate financial statements 
“if the registrant’s and registrant’s other subsidiaries’ 
proportionate share (based on their equity interests) of 
(i) total assets ..., (ii) total sales and revenues ..., and 
(iii) income ... exceeds 90 percent of the corresponding 
amounts on the consolidated financial statements.” 


Question: 


Would separate financial statements of the 89 percent 
owned subsidiary be required? 


Interpretive Response: 


No. Interpreted literally, the exemption from filing 
separate financial statements would never be available 
unless the registrant and registrant's other subsidiaries 
own more than 90 percent of the equity interests of a 
consolidated subsidiary, regardless of the percentage 
of the consolidated financial statement amounts attribu- 
table to such subsidiary. This literal interpretation, 
however, does not reflect the intention of the exemp- 
tion. The tests under subparagraph (1) should be made 
by comparing total assets (after intercompany elimina- 
tions), total sales and revenues (after intercompany 
eliminations), and income (or loss) before income 
taxes and extraordinary items of the consolidated 
subsidiary (or group of subsidiaries) being tested to the 
related consolidated amounts in order to determine if 
each exceeds 90 percent of the consolidated totals. 


g. Average Income 
Facts: 
In testing whether the income (or loss) before income 
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taxes and extraordinary items of a subsidiary or group 
of subsidiaries exceeds 90 percent of the consolidated 
amount, the average consolidated income or average 
consolidated loss for the last five fiscal years may be 
used in the computation. 


Question: 


Is special treatment of loss years in computing average 
consolidated income or income years in computing 
average consolidated loss permitted or required? 


Interpretive Response: 


Rule 4-02(e)(1) neither permits nor requires any special 
treatment of loss years in computing average consoli- 
dated income or income years in computing average 
consolidated loss. Consequently, a simple arithmetic 
average of consolidated income or loss for the last five 
years is to be used. (Note that the averaging provisions 
in the Rule only apply to the consolidated statements 
and not to those of the consolidated subsidiary or group 
of subsidiaries being tested.) Additionally, the average 
consolidated income (or loss) may be substituted for 
the most recent year’s consolidated income (or loss) 
only when the average and the most recent year’s 
amounts are both income or both loss. 


h. Sales and Revenues Derived from Registrant 
Facts: 


A subsidiary in the finance business purchases install- 
ment contracts arising from sales made by its parent 
and by the parent’s other subsidiaries. 


Question: ~ 


Are the revenues (interest income) which are earned on 
the installment contracts considered as being “derived 
from” the parent and its other subsidiaries as contem- 
plated by Rule 4-02(e)(2)? 


Interpretive Response: 


Yes. For the purpose of Rule 4-02(e)(2) the sales and 
revenues of a subsidiary shall be deemed to be derived 
from the registrant and the registrant’s other subsidi- 

aries if they are dependent on the operations of these 
entities. 


2. Tests Under Rule 4-02(e) 
a. Financial Statements Used 
Facts: 


The Rule provides for certain percentage tests, in addi- 
tion to those provided by Rule 1-02 of Regulation S-X, 
to determine whether separate financial statements of 
consolidated subsidiaries are required to be presented. 
Rule 1-02 specifies that the most recent annual finan- 
cial statements are to be used to determine a “significant 
subsidiary.” 


st 


al 


Question: 


What financial statements should be used in making the 
tests described in Rule 4-02(e)? 


Interpretive Response: 


in general, the most recent annual financial statements 
should be used for all tests in applying the Rule. How- 
ever, if the composition of the consolidated financial- 
type subsidiaries has significantly changed since the 

most recent annual period, additional separate financial 
statements may be required (or certain separate financial 
statements may be omitted) based on the application of 
the tests to the most recent financial statements in a 
filing, as indicated in the following item. 


b. Additional Statements/Omission of Statements 


Facts: 


The Commission has the general authority (e.g., instruc- 
tion 13 as to financial statements of Form S-1) to re- 
quire, by informal written notice, the filing of other fi- 
nancial statements in addition to, or in substitution for, 
the financial statements technically required by the form 
being filed or by Regulation S-X, or to permit, by in- 
formal written request, the omission of certain financial 
statements that would otherwise be required to be filed. 


Question: 


Under what circumstances might additional financial 
statements be required or might financial statements 
otherwise required be permitted to be omitted? 


Interpretive Response: 


Where a financial-type subsidiary is acquired subsequent 
to the most recent annual period, and additional sepa- 
rate financial statements are indicated by applying the 
tests under Rule 4-02(e) to the most recent financial 
statements included in the filing, such additional finan- 
cial statements are usually required to be presented. 
Conversely, where a financial-type subsidiary is dis- 
posed of subsequent to the most recent annual period, 
separate financial statements with respect to such sub- 
sidiary are usually permitted to be omitted. 


Separate financial statements of a subsidiary (or group 
of subsidiaries) engaged in the same business as the re- 
gistrant and constituting all of its significant subsidiaries 
would not provide meaningful information in addition 
te that disclosed in the consolidated statements, and 
such separate statements may not be required. 


Where parent-only and consolidated financial statements 
are presented, and all of the consolidated subsidiaries 

are engaged in only one of the financial-type businesses 
cited in the Rule, separate statements for the consoli- 
dated subsidiaries may not be required. 


c. Tests Apply to Subsidiary as a Whole 


Facts: 


The primary activity of a subsidiary is in one of the fi- 
nancial-type businesses cited in the Rule, but the subsi- 
diary also has activity in a nonfinancial-type business. 


Question: 


How would the tests under Rule 4-02(e) be applied to 
the subsidiary’s financial statements? 


Interpretive Response: 


If the primary activity of a consolidated subsidiary is 
determined to be of a financial-type business described 

in the Rule, the tests to determine the financial statement 
requirements shall be applied to the financial statements 
of that subsidiary as a whole, including all of the activi- 
ties of that subsidiary. 


d. Application of Tests 




















Facts: 
Parent Company Assets $60,000,000 
Consolidated Assets $100,000,000 
Assets of Consolidated Subsidiaries 
Life Insurance 
Subsidiary No. 1 $14,000,000 
Subsidiary No. 2 4,000,000 
$18,000,000 
Fire and Casualty Insurance 
Subsidiary No. 3 $ 4,000,000 
Subsidiary No. 4 4,000,000 
Subsidiary No. 5 3,000,000 
$11,000,000 
Finance 
Subsidiary No. 6 $ 2,000,000 
Bank 
Subsidiary No. 7 $ 6,000,000 
Savings and Loan 
Subsidiary No. 8 $ 8,000,000 
Parent Company’s Investment 
including current and noncurrent 
advances 
Subsidiary No. 6 $ 1,500,000 
Subsidiary No. 7 4,000,000 
Subsidiary No. 8 4,000,000 
Total $ 9,500,000 


The parent's and its other subsidiaries proportionate 
share of sales arid revenues and equity in income before 
income taxes and extraordinary items of Subsidiaries 2, 
3, 4, and 5, 6, 7, and 8 are less than 10 percent of the 
consolidated totals. 


Question: 


With respect to the facts presented above for which sub- 
sidiaries must separate financial statements be filed? 


Interpretive Response: 


Since Life Insurance Subsidiary No. 1 is a significant 
subsidiary, separate or combined financial statements 

are required to be presented for both life insurance subsi- 
diaries. Also, since the three fire and casualty insurance 
subsidiaries in the aggregate meet the tests of a significant 
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subsidiary, separate or combined financial statements 
are required to ‘be presented for those subsidiaries. In 


subsidiaries, Nos. 6, 7, and 8, are required. 


If it is demonstrated to the satisfaction of the staff that 
it is impracticable to furnish combined financial state- 
ments of all of the remaining subsidiaries (Nos. 6, 7 and 
8), the staff generally will permit the combined state- 
ments to exclude the financial statements of any subsi- 
diaries in which the parent's aggregate investment (in- 
cluding current and noncurrent advances) in such 
omitted subsidiaries does not exceed 10 percent of the 
assets on the parent company’s balance sheet, provided, 
however, that the notes to the combined financial state- 
ments explain the nature of the businesses for which fi- 
nancial statements have been omitted and the reason it 
is deemed impracticable to include the financial state- 
ments of the omitted subsidiaries. Thus, in this instance, 
assuming the staff agrees that furnishing the combined 
financial statements of the remaining subsidiaries is im- 
practicable, financial statements of either Subsidiary 

7 or 8, at a minimum, would be required. (In general, 
financial statements for the larger or otherwise more 
important nonsignificant subsidiaries would be expected 
to be presented.) 


3. Financial Statements to be Presented 
a. Subsidiaries 
Facts: 


The parent company and one of its significant consoli- 
dated subsidiaries are both engaged in the “finance” 
business. 


Question: 


Should the operations of the parent company which 
relate to the finance business be combined with those 
of the subsidiary in presenting separate statements 
under Rule 4-02(e)? 


Interpretive Response: 


No. The business activities for which financial state- 
ments may be required pursuant to Rule 4-02(e) are 
limited to those conducted by subsidiary companies. 
If both the registrant and certain of its subsidiaries 
are engaged in the same financial-type business, the 
tests to determine if financial statements pursuant to 
the provisions of Rule 4-02(e) are required, and the 
separate financial staternents presented, apply only 
to the subsidiaries. 


b. Subsidiaries of Subsidiaries 
Facts: 


The following elements comprise registrant’s consoli- 
dated financial statements: 


Registrant - holding company 

Significant Subsidiary Life Insurance Company 
(significant both with and without the assets 
and operations of its wholly-owned casualty 

insurance subsidiary) 
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addition, combined financial statements of the remaining 


Significant Subsidiary Casualty Insurance Company 
(a subsidiary of the life insurance company) 
(significant both to the registrant consolidated 
and to the consolidated statements of its life 
insurance parent) 


Question: 
What financial statements are required? 
Interpretive Response: 


In addition to the consolidated financial statements of 
the registrant (and possibly the unconsolidated financial 
statements of the registrant), financial statements of the 
life insurance company and financial statements of the 
casualty insurance company are required. 


Rule 4-02(e) is not intended to require the inclusion of 
separate or combined financial statements of second 
tier subsidiaries (the casualty insurance company in this 
case) when such subsidiaries are significant to the first 
tier subsidiary but not significant to the consolidated 
registrant. However, if the second tier subsidiary is en- 
gaged in a financial-type business different from that of 
the first tier subsidiary and the second tier subsidiary 

is significant to the consolidated registrant, then finan- 
cial statements of the second tier subsidiary are required. 


Facts: 


The following elements comprise registrant’s consolidated 
financial statements: 


Registrant - holding company 

Significant Subsidiary Bank and its subsidiary, 
Credit Life No. 1 

Significant Subsidiary Finance and its subsidiary, 
Credit Life No. 2 

Significant Subsidiary, Credit Life No. 3 


Question: 


Does Rule 4-02(e) require separate financial statements 
for the group of subsidiaries in the credit life insurance 
business? 


Interpretive Response: 


Generally credit life insurance subsidiaries of banks and 
finance companies are an integral part of the operations 
of their parents and substantially all of their business 
activities are closely related to the business activities of 
the parent. If this is the case in this situation then 
separate financial statements should be presented for (a) 
Subsidiary Bank, consolidated with its subsidiary, Credit 
Life No. 1; (b) Subsidiary Finance Co., consolidated with 
its subsidiary Credit Life No. 2; and (c) Subsidiary Credit 
Life No. 3. 


c. Number of Financial Statements 
Facts: 


ASR No. 175 states that “under unusual circumstances 
as many as four separate sets of statements may be 
needed.” 


Que 
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Question: 


\s this statement intended to identify the maximum num- 
ber of sets of financial statements which might be re- 
quired pursuant to Rule 4-02(e)? 


Interpretive Response: 
No. 


4. Presentation of Financial Statements 
a. Significant Subsidiaries 
Facts: 


Rule 4-02(e) requires presentation of separate statements 
for “each significant consolidated subsidiary or each group 
of consolidated subsidiaries which in the aggregate meets 
the tests of a significant subsidiary engaged in the business 
"pe 


Question: 


Are group financial statements required and, if presented, 
should the group financial statements include subsidiaries 
in more than one of the businesses cited in the Rule? 


Interpretive Response: 


Financial statements of significant consolidated subsidi- 
aries required under the tests of Rule 4-02(e) may be 
presented separately or combined in groups. Group fi- 
nancial statements of such subsidiaries, if presented, 
should be confined to subsidiaries primarily engaged in 
the same business. 


b. Nonsignificant Subsidiaries 

Facts: 

Rule 4-02(e) requires separate “combined” financial 
statements for certain nonsignificant consolidated sub- 
sidiaries. 

Question: 


May separate financial statements be presented individ- 
ually for subsidiaries in this group? 


Interpretive Response: 

Yes. 

c. General Form and Content 
Question: 


To what extent does Regulation S-X govern the form 
and content of the separate and combined financial 
statements presented pursuant to the Rule? 


Interpretive Response: 


Separate financial statements combined and financial 
statements of subsidiaries in the same financial-type 
business shall be presented in accordance with the ap- 
plicable Article in Regulation S-X including all appro- 
priate disclosures (i.e., disclosures required under gen- 
erally accepted accounting principles as well as those 


required by Regulation S-X) except supporting schedules 
need not be furnished. If disclosures necessary for the 
separate financial statements and combined financial 
statements of subsidiaries in the same financial-type 
business are included in notes to the consolidated or 
other financial statements included in the filing, such 
disclosures need not be repeated if appropriate cross- 
reference to the disclosures is made. 


In applying Regulation S-X to the financial statements of 
a particular group of nonsignificant consolidated subsidi- 
aries, consideration should be given to the following pre- 
sentation: 


1. Combined financial statements prepared in accord- 
ance with the Article in Regulation S-X applicable to the 
financial-type business activity that dominates the com- 
bined financial statements. 


2. Combined financial statements segmented to reflect 
groups of separate accounts of the various financial-type 
business activities included in the statement. When this 
type of presentation is made, the appropriate Article in 
Regulation S-X should be considered for each group of 
separate accounts. 


5. Miscellaneous 
a. Separate Financial Statements in Form 10-Q 
Facts: 


The requirements for financial information in Form 10-0 
were recently revised in Securities Act Release No. 5611. 
In general, the financial statement information must 
follow the general form of presentation set forth in Re- 
gulation S-X, with certain enumerated exceptions. 


Question: 


Is Rule 4-02(e) required to be followed in financial state- 
ments in Form 10-0? 


Interpretive Response: 


Although not enumerated as an exception, Rule 4-02(e) 
is not required to be followed. 


b. Retroactive Application 
Facts: 


ASR No. 175 specifies that the amendments to Rule 
4-02(e) are effective with respect to financial state- 
ments filed with the Commission subsequent to Sep- 
tember 30, 1975. 


Question: 


Are audited financial statements required for fiscal 
periods ending before September 30, 1975? 


Interpretive Response: 


Where the application of Rule 4-02(e) after the effective 
date would necessitate the presentation of audited finan- 
cial statements for fiscal periods ending before its effec- 
tive date, audited financial statements are encouraged 
but are not required if they are otherwise not reasonably 
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available. However, where audited financial statements 
for such prior periods are not presented the financial 
statements for such prior periods should be presented 
on an unaudited basis and so identified. Further, the 
registrant should submit a letter to the staff explaining 
the reason why audited statements are not furnished. 


c. Annual Report to Shareholders 
Facts: 


ASR No. 175 indicates that the information required 
by Rule 4-02(e) “is necessary to provide the investor 
with sufficient information on which to base invest- 
ment decisions.” 


Question: 


Are the separate financial statements required by the 
Rule required in annual reports to shareholders? 


Interpretive Response: 


It is recognized that the separate financial statements 
may be of primary interest to those users of financial 
statements who wish to undertake detailed analyses of 
corporate activities. Consequently, financial statements 
required in filings with the Commission pursuant to the 
provisions of this Rule are not necessarily required in 
financial disclosures oriented to the needs of the aver- 
age investor as, for example, annual reports to share- 
holders. The annual report to shareholders at least 
should include summarized financial information with 
respect to the consolidated subsidiaries for separate fi- 
nancial statements which financial statements are in- 
cluded in filings with the Commission in order to meet 
the proxy requirement and to be acceptable for incor- 
poration by reference in a Form S-8. 
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